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3
PROCEEDI NGS [9:20 a. m]

DR. W LENSKY: Wy don't we begin our Friday
session. The first session is on paynent policies affecting
hospi tal outpatient departnments and physician services.
We're going to start with the outpatient departnent.

Chantal, Susan, Kevin, whichever of you are the |eadoff,
pl ease start.

DR. WORZALA: Good norning. W're here to talk
about paynents to hospital outpatient departnments. As you
know, the final rule governing the outpatient PPS was
published in the Federal Register last Friday. It's a
fairly conpl ex paynment system and we've had very little tine
to digest it.

Nevert hel ess, we hope to give a brief presentation
that distills some of the central features of the PPS and
the issues that arise fromit.

This is the outline of the draft chapter that was
i ncluded in your briefing materials. Qur talk will be
organi zed sonewhat differently and in three sections. Susan
will briefly review the design of the PPS, highlighting
where the final rule incorporates changes introduced by the
BBRA or by HCFA in response to coments.

I will then go over our analysis of the likely
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i npact of inplenenting the PPS, followed by a di scussion of
the draft recommendations in the chapter.

M5. PHILIP. There are certain elenents conmon to
nost prospective paynent systens and these are listed on the
slide. Since we've gone |laid out the details in your
mailing materials, we won't go into those details right now.
Though | will say the OPD PPS pays for a specific scope of
services. It establishes a classification systemfor those
services, establishes paynent rates including beneficiary
copays, and nechani sns for adjusting and updating the system
and paynent rates are specified in the final rule.

I'"d like to highlight sone of the main changes
fromHCFA' s first round of rulemaking to the second. Sone
of these were changes nmade in response to comments fromthe
i ndustry and other interested parties, while others were
made i n response to the BBRA

HCFA expanded the |ist of services that could be
perfornmed on an outpatient basis, including certain
procedures that were previously only inpatient services.

For exanple, certain insertion, renoval and repl acenents of
pacemakers. HCFA is planning to establish an advi sory panel
that will make recommendations to anend the |ist of approved

OPD PPS services as deened appropri ate.
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This group will also be involved in naking
reconmmendations to nodify the classification system such as
changes to services that are included in a specific group or
changes in the relative APC wei ght.

HCFA made changes to the classification system by
col | apsi ng and expandi ng a nunber of the APC groups. And
the net result was it went from about 350 APC groups to
about 450 right now. |In changing the system HCFA changed
services in each group to conmply with the BBRA's two tines
rule. That is a variation of costs of services within a
group woul d now be greater than a factor of two.

Thi s change expanded t he nunmber of groups and then
HCFA al so changed the way it classified evaluation and
managenent services by no | onger using diagnosis
information. This actually reduced the nunber of groups
substantially. This nodification was in response to
MedPAC s recommendati ons and a nunber of other coments that
HCFA recei ved.

Addi tionally, HCFA classifies certain services
separately that were previously bundled, such as bl ood and
bl ood products. The Agency al so created separate APC groups
for new technol ogy services. As a result, the new APC

groupi ng systemis | ess bundled than the previous one first
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proposed.

HCFA al so made a nunber of changes related to
paynment in response to the BBRA. They established outlier
adj ust ments whi ch woul d pay for services associated with
unusual |y high costs and they established traditional pass-
t hrough adjustnents to be made for certain innovative drugs,
devi ces and bi ol ogi cal s.

Finally, HCFA issues rules regarding transitional
corridors that are designed to cushion hospitals as they
nove to a PPS. W' ve spent sonme tine in your mailing
materials, and also in last nonth's neeting, to go over
t hese paynment changes, especially the transitional
corridors. So | won't be going into that right now but
Chantal will go through the inpacts of these paynent changes
for the next part of the presentation.

DR. WORZALA: Susan di scussed the major el enents
of the PPS, which | think the final rule describes quite
well. However, there are sone aspects of the PPS that HCFA
has not finalized. These all deal with the maintenance of
the PPS over tine, rather than the initial design of the
system

First, as Susan nentioned, there will be an

out si de advi sory group established to assist HCFA in
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reviewing the classification systemand the relative weights
on an annual basis. This is analogous to the RUC conmittee
for the physician fee schedule. | just wanted to point out
that none of the other PPS systens, the inpatient, SNF or
hone heal th, have an advisory group like this. So it is a
bit unique in the PPS world.

The final rule included no details of who wll be
represented on the coommttee, how they will operate, or what
their scope of authority wll be.

Second, HCFA has announced that the update for
2001 and 2002 will be the hospital marketbasket mnus 1
percent. No details have been provided on how future
updates will be determ ned.

Here | think the issues are what is the best
approach. Do you want to take an expenditure target
approach or use an update franework simlar to the inpatient
PPS and what nust be considered when you're setting the
update on an annual basis.

Third, HCFA has authority to decrease updates in
response to excessive increases in volune, but has chosen to
del ay doing so. They are currently studying alternative
vol ume control nechanisns. At issue here is the trade-off

bet ween ensuring that the paynment system does not discourage
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appropriate shifts in care to the outpatient setting,
resulting in increased volunme while also providing a
mechanismto counter the incentives inherent in the fee
schedul e to increase vol une.

In practice, of course, neasuring volume increases
is also conplicated by the need to account for anticipated
codi ng changes in addition to real changes in vol une.

These are topics that are likely to be the focus
of our work in the com ng year and we woul d appreci ate
heari ng any thoughts you m ght have on these topics as we
begin our preparations for the retreat. They are not,
however, the subject of any draft recomendati ons.

Now we' || nove from | ooking at the PPS per se to a
di scussion of the likely inpact of the inplenmentation of the
PPS. This table shows the financial inpacts of inplenenting
the PPS on hospitals in cal endar years 2000 and 2001. These
are HCFA estimates based on sinulations using clains data
from 1996. The inpact is shown as the annual percent
I ncrease in total paynents to hospitals overall and by
group.

I n maki ng these estimtes HCFA made no adj ustnents
for changes in volune and intensity or codi ng behavior.

Under the PPS there will be an overall increase in total
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paynments to hospitals. This is in contrast to the inpact
tabl e shown in the proposed rule, which indicated an overal
decline in paynents to hospitals.

Sonme differences in inpact by hospital type can be
seen before the transitional corridors are applied, which is
the second columm in the table. Mst notable are negative
i mpacts on small rural, |arge urban, and najor teaching
hospitals. Another category that is not on this table is
volune, and there is an anticipated negative inpact on | ow
vol unme hospitals, those with less than 5,000 units, both in
rural and urban areas.

After including the effects of the transitional
corridors however, all hospital groups received greater
paynments under the PPS than under current paynent |aw.

In addition to these financial inpacts, hospitals
wi || experience a substantial adm nistrative burden while
transitioning to the PPS. However, once the systemis in
pl ace, hospitals will have a nore unified, nore equitable,
and | ess conplicated paynent system

MR, JOHNSON: Could you explain sone of the
significant adm nistrative burden?

DR. WORZALA: | think the issue here is that

billing systems will have to change dramatically. 1'm not
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that famliar with hospital adm nistration nmanagenent but ny

understanding is that there will be significant changes in
how bills are processed and what the billing fornms will | ook
like, which will necessitate training and conputer systens

changes. That is exacerbated by the short period of tine
that hospitals are given to turn over to the new systemt hat
will be inplenented July 1.

MR. JOHNSON:. Are there any cost estimates for
hospi tal s?

DR. WORZALA: As far as |'maware, not that |'ve
seen.

MR. JOHNSON: CGoing back to our conversation
yest er day.

DR. WORZALA: Turning fromhospitals to
beneficiaries, we anticipate that there will be decreases in
t he beneficiary coinsurance. These cone through two
sources. First, the nethod used by HCFA to cal cul ate the
coi nsurance anounts relied on nmedi an charges by APC groups
rather than the nean values. Due to the distribution of
charges, this led to an overall decrease in coinsurance of
about 10 percent upon inplenentation of the PPS.

Due to provisions of the BBRA, this decrease is

of fset by increased program paynents. It will not result in
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decreased paynents to hospitals.

Second, coinsurance will represent a declining
share of total paynents over tinme due to the buydown of
beneficiary coinsurance. Nevertheless, in conparison to
ot her sectors of the Medicare program the beneficiaries
continue to pay a disproportionate share of total paynents
for outpatient services. The average coinsurance rate
across APC groups is 47 percent in the year 2000.

The buydown of beneficiary coinsurance will occur
on a group-by-group basis.

DR RONE: I'msorry, Chantal, could you explain
that inalittle nore detail, for me at least? The average
coi nsurance for anbul atory care or for outpatient services
is 47 percent in the Medicare progranf?

DR. WORZALA: That's correct. The nethodol ogy for
determ ning that was to take the coi nsurance anount divi ded
by the total paynent anount for each APC and then average it
across APCs. So this is actually different fromthe average
beneficiary share of total paynments because it does not
i ncl ude vol une and service mx changes. So it's really just
| ooki ng at the paynent schedul e and the schedul e of
beneficiary coi nsurance and averagi ng across services. It

al so does not include beneficiary deducti bl es.
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DR. NEWHOUSE: So what woul d the wei ghted nunber

be?

DR WORZALA: | don't have avail able the vol une
and service mx so |l can't tell you that. W understand
that the beneficiary's share of total paynents is around 50
percent so that the nore common services actually have a
hi gher beneficiary rate.

DR WLENSKY: There's not a |ot of difference.
| f the weighted nunber swung things by 10 or 20 percentage
points, it would be relevant. 47 versus 50 is not going to
be worth trying to find the weights to put on the nunbers.

DR. WORZALA: Right.

MR. MacBAIN: The reason for this is because the
copay is cal cul ated on charges.

DR. W LENSKY: Exactly

MR. SHEA: That's the basic issue. This is just
way out of line with the normal paynent.

DR. RONE: What are the percentages in the other
parts of the progranf

DR, WORZALA: 20 percent.

DR. W LENSKY: Jack, you understand why that
happened? The 20 percent is applied to the charge, not to

the Medicare paynent. And that's what has led in the growh
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in charges being so nuch nore than the growh in paynents in
cost, that it has led to this coinsurance that's totally out
of whack with everything else in Medicare.

DR. RONE: | understand. | understand better now.
Thank you.

DR. WORZALA: The buydown wi Il occur on a group-
by-group basis for each APC. Qur estimate of the years
required to achieve a 20 percent coinsurance rate depends on
t he annual update used in the calculation. The calculation
is in the description to table 4.3 in your briefing
mat eri al s.

|*ve shown two val ues here on the slide which are
actually different fromtable 4.3 in your draft chapter.

The 2.2 percent here is the update used by HCFA in
estimating the regulatory inpact of the PPS in the final
rule. It's the estimted hospital marketbasket for 2001

m nus 1 percentage point, which will be the update in 2001.
The 3 percent nunber is arbitrary, but 3 percent is often
used to approxi mate underlying average rates of inflation.

You can see that the | ower annual update yields a
| onger period of tinme to reach a 20 percent coi nsurance
rate. That's 39 years versus 29 years for the 3 percent

assunpti on.
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Wthin that average there is variation anong the
APC groups. Sone groups al ready have a coi nsurance rate of
20 percent, such as the clinic visits. Oher groups wll
take 50 years or nore to achi eve a beneficiary coinsurance
rate of 20 percent, such as the conputerized axi al
t onogr aphy scans, as shown on the chart.

In the future, new technol ogy groups will have 20
percent coinsurance as they are added. | think that's an
inportant feature to note, that as the systembuilds it wll
have a 20 percent coi nsurance.

Upon i npl ementation of the PPS, the Mdicare
program w || have an inproved paynent system for outpatient
services. It will be prospective, unified, and provide
better neasures for controlling costs. However, the
outpatient PPS is expected to increase program costs.

These increased costs conme through the use of a
transitional corridors, the shift in liability from
beneficiaries to the programdue to the way the coi nsurance
is calculated, and the beneficiary coi nsurance buydown over
tinme. These increases are partially offset by previous
reductions in costs for outpatient services through the
elimnation of the fornmula driven overpaynents and the

operating and capital cost reductions included in the BBA
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and t he BBRA.

You did see the effect of those provisions on
outpatient margins in yesterday's presentation.

Finally, while the PPS represents a sinplified
paynent systemin conparison to the blended systemcurrently
in place, it is nore conplex than the proposed rule.
Exanpl es of additional |ayers of conplexity include the
outlier and pass-through paynent adjustnents, the
transitional corridors and the hold harm ess provisions for
smal |, rural and cancer hospitals.

Bef ore we di scuss the specific draft
recommendations, | would like to provide some context for
t he di scussion, particularly since two of the draft
recommendat i ons have not been a focus of the presentation so
far.

The first recommendati on on beneficiary
coi nsurance buydown we just discussed. The draft
recommendati on regardi ng access to high quality care arises
fromthree concerns. First, although the revised
classification systemnarrowed the range of costs within an
APC group, there's still variation that could lead to
stinting on high cost services within a group

Second, after 2003, the transitional corridors
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will no | onger protect hospitals fromfinancial |osses under
the PPS. Thus, there is potential for access problens in
hospital s experiencing financial difficulties. |In addition,
the transitional corridors do allow hospitals to experience
sone financial |osses, so there nay be sone concern there as
wel | .

Third, expansion of inpatient services paid for in
the outpatient setting, such as the pacenmakers, requires
monitoring of quality for these services.

The third draft recommendation focuses on
di fferences in paynent for services across anbul atory care
settings. Changes in technology, practice patterns, and the
organi zati on of nedical services have led to provision of
the sane services in nultiple anbulatory settings. Rates
for the outpatient PPS are based on historical paynents in
the outpatient setting only. They are different from
paynment rates for the sanme services in other settings. And
there is a table in your briefing materials that provides an
update on what those differences are for selected high
vol ume servi ces.

There is, therefore, potential for concern
regarding the role of financial incentives in determ ning

where care is delivered and how facilities are identified
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for purposes of Medicare billing.

Now |I'm happy to either take questions or nobve on
to a discussion of the reconmendati on.

MR. MacBAIN. A question about teaching hospitals
and rural hospitals. Presunably, the inpact, forgetting
about the transitional corridors for the nonent, the inpact
of the PPSis a reflection of the higher cost per service or
per bundle of services in those institutions. | wonder if
it would be worth, in the case of teaching hospitals, if it
woul d be worthwhil e doing sonet hi ng anal ogous to the I ME
regression, to try to identify the enpirical value of a
hi gher cost for APC in a teaching setting.

In the case of rural hospitals, | assume we're
dealing with the di seconom es of scale of |ow volune. To do
sonet hi ng anal ogous to the I ME regression for both inpatient
and outpatient services, again to try to establish the
enpirical value or the enpirical cost over and above what
we're deem ng the cost of an efficiently run facility in a
| ow vol unme rural setting.

DR. WORZALA: | think those anal yses m ght be
useful. One thing to point out is that the estimtes that
HCFA presented are based on 1996 clainms data, and so | think

it probably needs a year experience, in order to get data
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t hat i ncludes new services, but | don't disagree.

MR. MacBAIN. M concern though is the
transitional period is not a very long period and the
dol l ars invol ved here, for both teaching hospitals and rural
hospital s, bespeak sonme real risk for those institutions.

If it is just a reflection of inefficiencies, then that's
sonet hing they have to deal with. But if it's something
structural, as we've said is true with I ME and teaching
hospitals, then it seens to ne it my well be true both for
teaching hospitals and for rurals, for both inpatient and
out pati ent.

W really ought to highlight that, or we're going
to end up with a paynent systemthat does harm where it
shoul dn't be doi ng harm

DR. WORZALA: Yes, in the proposed rule, HCFA s
regression analysis did not show that teaching status had
any systematic link with how hospitals would fare under the
PPS, but that was using the proposed rule not the final
rul e.

DR. NEWHOUSE: | al so was going to ask about QGVE,
so could you say a little nore about teaching status. There
was a teaching hospital dummy variable of sonme sort in this

regression, and that showed no effect on cost?
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DR. WORZALA: That's correct, it was not a

significant variabl e.

DR. NEWHOUSE: Can you circul ate what HCFA did
her e?

DR WORZALA: Sure. As | said, this is fromthe
proposed rule, not the final rule. There is no such
enphasis included in the final rule.

DR. NEWHOUSE: Then ny follow up, are either we or
HCFA pl anning any further analysis of nmedical, the GVE

paynents in the outpatient setting? And what's the HCFA

work plan? | see Deb WIIians noddi ng her head.
DR. WORZALA: |I'msorry, |I'mnot actually aware
DR. NEWHOUSE: Can you find out?
DR WORZALA: Sure.
DR. NEWHOUSE: Then we shoul d probably put this on

our retreat agenda as well.

Then | had one comment and one ot her question. On
page five you say additional paynents for certain drugs and
devi ces underm nes the goal of creating incentives for
efficient use. Wll, it's also the case that no paynent for
certain drugs and devi ces underm nes incentives for
efficient use. W've always enbraced the principle of

payi ng margi nal cost of the efficient provider and that
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shoul d be reflected here.

Finally, one question. | wasn't clear fromthe
chapter about what the updates were for the small rurals and
t he cancer hospitals.

DR. WORZALA: Right. The way those hold harm ess
provisions work is that the hospitals will operate under the
PPS and then there will be a determ nation of whether or not
the hospitals are faring as well under the PPS as they woul d
have fared under previous paynent policy.

If they're faring better, they keep whatever
gains. |If they're faring worse, they get an additional
paynent that takes themall the way up to the | evel of
paynent they woul d have received using the prior paynent
rul es.

DR. NEWHOUSE: But the prior paynent rules with no
update factors? How is that determ ned?

DR. WORZALA: The hi gher paynment rules are
established by using the cost to charge ratio that's
determ ned fromthe 1996 data. That cost to charge ratio is
then applied to the cost incurred in whichever year you're
| ooki ng at.

DR. NEWHOUSE: It woul d probably be the charges

DR. WORZALA: So for exanple for 2001 it would be
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t he 2001 --

DR. NEWHOUSE: The 2001 charges you nean?

DR. WORZALA: Correct; right.

DR MYERS: Could we talk a little bit nore about
the billing process and procedures as this change takes
pl ace? For instance, are providers still going to use the

HCFA 1500 forn? O wll there be a different forn? Are
there going to be new data el enments required conpared to
today? And what are those data el enents going to be?

| think this is a serious issue, as to what the
costs are going to be for putting such a systemin pl ace.
I f you inmagine all the Medicare patients evolving in this
direction, the hospital outpatient departnents and the
provi ders providing care are not used at all to those kinds
of changes. There's going to have to be a |ot of new
sof tware devel oped, and they're going to have to nmaintain
dual system Because others are not going to evol ve as
rapidly at all towards this system

So I''m wonderi ng about the adm ni strative burden
here. | don't think that's a trivial issue and you probably
ought to really ook in nmuch nore depth at what does this
mean with respect to that burden? And how are we going to

hel p providers adjust? Wat types of transitional policies
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will there be, because there will be sonme folks that will be
concerned that what mght |ook on the surface |ike abuse or
fraud really isn't, it's confusion on sonmeone's part about
the billing system

So | think there are a |ot of issues surrounding
the admi nistrative issues that should be | ooked at in nuch
nore depth. And we shoul d perhaps at |east consider a
recommendati on that an active vigorous | ook at what we can
do to ease that transition admnistratively, and then reduce
any unnecessary costs associated wth it, should be
consi der ed.

| didn't nmean to interrupt your answer.

DR. WORZALA: Wuld you like ne to respond to
t hat ?

DR. MYERS: Yes, if you woul d pl ease.

DR. WORZALA: | will tell you what | do know,
which is that the hospital community is concerned about this
and that HCFA is doing what it can in ternms of providing
free training on the new system and noving very rapidly to
train its fiscal internmediaries to use the new system which
| know has al so been a concern of the hospital industry.

They say that it's the npbst intensive, extensive

training effort that they've ever undertaken, using |ots of
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different nmedia, Wrld Wde Wb, videos, et cetera.

Now I'I'l tell you what | don't know, which is |
really amnot that famliar with the adm nistrative side of
this. The rule canme out |ast week Friday. |'ve been
wor king on this issue for a few nonths and I woul d
appreci ate gui dance fromthe comm ssion about where to | ook
to |l earn nore about this.

MR. JOHNSON:. Looking at your list of
recomendati ons that involve the benefit coinsurance
buydown, beneficiary access, and consi stency of paynent, |
woul d propose a fourth recommendation. Since it's not on
there, 1'Il just speak to it now and we can see how peopl e
feel about it.

The Secretary should report on the unintended or
financi al hardships that affect access and quality due to
this regul ation, because we've already, | guess, identified
two of our three or four favorite candi dates on the
vul nerabl e hospital list, teaching hospitals and rural
hospitals. And while we're busy protecting the beneficiary
interest here, | think it's also in the beneficiary interest
in some of these areas to ensure that we're going to
continue to have access and that this paynent systemis a

barrier.
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So | woul d suggest that additional recommendati on
in the report.

DR. WLENSKY: |I'mnot sure -- | need you to
repeat so we can put up and | ook at a reconmendati on before
| feel confortable considering it. So if you want to
circulate it and we can look at it early this afternoon and
deci de whether we want to include it, 1'd be glad to do it.

MR. MacBAIN:  This may have been in the text and |
just forgot it, but does the calculation of the APC rates
i nclude an adjustnment for anticipated upcodi ng?

DR. WORZALA: No, it does not.

MR. MacBAIN. Do you expect any? |Is this an
upcodi ng proof systemor is that |ikely to happen?

DR. WORZALA: G ven that they have an update
factor that's a straight marketbasket m nus one percentage
poi nt, the mechanismfor responding to upcoding is not
there. As | nention, past 2002, there is no update
mechani sm established in the system so | think that's an
i ssue we need to speak to for the future.

MR. MacBAIN:. What is the marketbasket? 1Is it the
sane as the inpatient nmarketbasket?

DR. WORZALA: That's correct.

MR. MacBAIN. Is that a good anal ogy? Do we have
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any sense of whether that's the right m x of goods and
services?

DR WORZALA: Those who have | ooked at it seemto
think it's relatively anal ogous. HCFA did, when it put out
t he proposed rule, ask for comment on whet her or not people
t hought it was appropriate. And they received no conments
that it was inappropriate.

DR, LEVERS: | agree with Wody and Spence and the
sense of Spence's recommendation. The problemwth a |ot of
regul ations is the hidden cost, and the hidden cost is
usual ly adm nistrative. And the changing today of systens,
and doing it every two to three years, many hospitals and
many physici ans have changed systens recently. Now we get a
new system and so the cost is dramatic. | think addressing
that is certainly appropriate.

I'"d like to go back to Joe's point on page five,
because | think there's an area there that clinically, to ny
way of thinking as a physician, doesn't make sense. 1In the
m ddl e of the page there's a sentence that says the ability
to bill separately for additional incidental itens and
servi ces, such as bl ood products, could lead to increased

use of these services.
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| won't disagree that there are certain services
there that will be increased, but probably the | ast one
whi ch woul d be increased woul d be bl ood and bl ood products.
So that certainly is an indication that clinically we don't
understand the inpact of all of this.

So | think that certainly needs to be changed.
Certainly blood products is the last exanple | think you
want to use. | think there are a couple of areas you want
to read through and nmake sure that you are indeed talking
about products that woul d be increased.

Splitting and strappi ng possibly, but not bl ood.

DR RONE: It also inplies a degree of m strust
and probably -- I"'mnot trying to be Pollyanna here, but it
probably goes beyond the pale a little bit. | nean, there's
no doubt there are incentives for utilization of services,
but to do a transfusion that's not necessary because you're
getting paid for it, doesn't sound |ike sonebody who's in
the sane fraternity I want to be a nenber of.

DR. WORZALA: Point taken. | think ny intent was
to denonstrate that the principle of having a bundl ed
paynment which provides a |lunp sumfor a particul ar procedure
or service is dimnished when you start paying for certain

el ements under that bundl e separately.
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DR. NEWHOUSE: That's exactly what | was objecting

to. | disagree with that. W generally disagree with that
in the rest of our philosophy.

DR. WLENSKY: If the pricing were at the margin
then it's not a problem It's only since we don't really
know really what the marginal cost is that, in the presence
of a higher than margi nal cost in an unbundl ed service, we
have an incentive to use nore. So you just ought to qualify
why you' re concerned about this.

DR. NEWHOUSE: Marginal cost is usually not zero
ei t her.

DR. W LENSKY: But having said that, having a
clinically appropriate exanple would make us | ook | ess
silly.

DR LOOP: | wanted to ask on that third
recommendation that we're not |eading to i nappropriate
shifts in where care is provided. Gve ne an exanple of an
i nappropriate shift. |1 think we tal ked about this one tine
before, but could you just renew ny thinking on this?

| mean, who determ nes what's inappropriate and
give ne an exanple of what could be an i nappropriate shift
in care.

DR. WORZALA: Just let nme ask if we want to step
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back and actually put the draft recomrendati ons up before we
entertain questions?

DR. NEWHOUSE: Basically sending a service here or
there for noney reasons.

DR. RONE: The service isn't inappropriate, it's
the site at which it's given that's inappropriate. That's
the anmbiguity. | think what they're trying to say that the
service is an indicated service but it's just being done in
t he outpatient departnent because the reinbursenent is
better, and actually it would be nore appropriately given
somewher e el se.

DR. LOOP: Then why don't we say site of care?

DR ROAE: | don't want to speak for you, Chantal,
but that's what you nean, right? It's the site that's
i nappropriate, not the service?

DR. WORZALA: That's correct.

DR. NEWHOUSE: Both sites may be appropriate, but
you're basically just determning the site to maxim ze
revenue.

DR. WORZALA: Do we want to tal k about the
specific wording of this draft recomendati on right now?

DR. WLENSKY: This actually was to |et people

talk in general about what was presented, and we'll go
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recommendat i on by recommendati on.

DR NEWHOUSE: | seemto be following along in
Bill's footsteps today on this. Yesterday we nade an update
recommendation in part on the basis of a study of coding
t hat HCFA had done for '97, '98, and '99. | wonder if they
have any plans for doing an anal ogous study on the
outpatient side? And if not, whether we should recomrend
t hat they undertake such a study?

DR, WORZALA: |I'mnot aware of their work program
in that area, but | could certainly find it out.

DR. NEWHOUSE: | don't have the wordi ng but |
suggest that we include that in our recommendations, then.

DR. RONE: Can you explain to nme briefly why the
paynents in psychiatry are changing so dramatically? Table
4.2 in your chapter, there are all the projected changes,
with or wwthout the transitional corridors. Sone are great
and then others, but they fall within a kind of
di stribution.

And then these changes in psychiatry are dramatic
intheir increases. There's a 21 percent increase wthout
the corridor, and then they add the corridor for sonme
reason, |'mnot sure why, and they go up to 28 percent. Wy

is that? Do we know?
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DR. WORZALA: In the final rule HCFA says that

they're not particularly confident about their estimtes for
sonme of these TEFRA hospitals because of the way they billed
in the past is different fromthe way hospitals were
billing. So for exanple, they would have nore of a per case
paynment net hodol ogy, so that they may not be getting the
proper cost per individual service delivered the way they do
in the hospital outpatient setting.

DR. RONE: So these should be in parentheses.

DR. WORZALA: Yes, we should qualify those.

DR. RONE: Because if you' re worried about
“i nappropriate" reallocation of care to different sites, it
seens to nme it would be particularly in these, where the
nunbers are so dramatically different, that there should be
speci al nonitoring or sonething.

DR. WORZALA: Right. Nowthis table, Table 4.2 is
showi ng the overall inpact on the hospital. [It's not
showi ng the change in the paynment rate for a particul ar
service. | just want to nake that distinction.

DR. NEWHOUSE: So do you nean this could be either
price or quantity change, or both?

DR. WORZALA: Right, or it could sinply be coding.

M5. RAPHAEL: This is kind of |ooking at the issue
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of administrative burden fromthe perspective of continuing
totry to break down silos and ensure consi stency because |
think this is an issue that should be | ooked at across
sectors. | know in the post-acute care sector, in the
course of two years, we've nade major investnments to change
to an interimpaynent system and now are maki ng huge
investnments to nove frombilling per hour and visit to
billing for an epi sode of care.

| note in the SNF world there also were
investnments in terns of that PPS system So | think we
ought to make sure that we consider it in a broader way.

DR. W LENSKY: Consi der?

M5. RAPHAEL: |If we say that the cost for doing
this ought to be, if we cone to that conclusion --

DR. W LENSKY: Wy don't we wait to see that.
Absol utely. The fact that there was going to be a novenent
to a prospective paynent systemfor the areas in which there
was substantial growth in expenditures, outpatient hospital,
home care, and skilled nursing facilities, is sonmething that
has been on the table since the md to late '90s, for a |long
time. And this ought not to have cone as a big surprise.

Whet her and how rmuch t he governnment ought to be

assessed a fee for, or charges for covering, is sonmething we
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can discuss. | think that this is an issue, to the extent
we want to talk about, if there is an indication that it is
the result of particular changes, there's an access problem
that's one thing.

My sense is that in terns of update factors, we
tried to deal wth the general issues that we thought were
inportant in this area, we'll cone back and tal k about sone
of the regulatory matters. | think it is sonething that we
want to both be consistent with and be thoughtful about
before we just add on.

Because | think this is something that while the
time frane is very short that hospitals are given
unreasonably short, the issue that the hospitals were to
nove to an outpatient prospective paynment systemas a result
of the Bal anced Budget Act is sonething that's had several
years notice. And again, as you said, whether or not we
want to make a statenent about whatever financial inpact it
will have, it is not unique to this area. So we wll when
we take that up

We have several recomrendations, why don't we nove
now to the recommendati ons we have on the table and get a
sense of how you feel about them W also have sone revised

recommendati ons from yesterday, but maybe we'll go through
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the norning and then take themup. And then if you want to
of fer anot her reconmendati on, we can | ook at that.

MR, JOHNSON:. | think I can incorporate ny
recommendati on [i naudi bl e].

DR. W LENSKY: Okay. First draft recomrendation
do you want to go through it?

DR. WORZALA: First draft recomendation, the
Congress should enact |egislation to accelerate the rate of
beneficiary coi nsurance buydown under the outpatient PPS and
establish a date for achieving a coinsurance rate of 20
per cent .

DR. NEWHOUSE: Don't we nean an earlier date?
nmean, we've seen dates. | don't think we nean just
establish a date.

DR. WORZALA: The point is when the buydown woul d
be conpleted really depends on the update. There is no date
certain by which this wll be acconplished. Perhaps |
shoul d say a date certain.

DR. NEWHOUSE: A date certain, right. That would
be good.

DR. BRAUN. | think that is great but |I'm
wondering if we either should add to that reconmendati on or

do a separate one that would say sonething |like the
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Secretary shoul d assure that the phase down is effectively
noni tored and enforced. Because | think, fromour nenories
of the balanced billing limts and so forth, and the
difficulties inreally getting that enforced and nonitored
and so forth, that we may have the sanme problem here. It
woul d be good to get that into a reconmendati on

MR. SHEA: | wonder whether it wouldn't be
appropriate to go beyond this, at this point, and tal k about
getting this schedule into sonme realistic tinme franme. |
mean, we tal k about inplenenting, or the programinpl enents
changes on the provider side in what, two years, three
years, five years, six years.

And yet here it comes to an inportant beneficiary
benefit and we're talking like triple that, or quadruple
that. | just think it's time to say that this ought to be
really in the sane tine frane.

DR. WLENSKY: Let nme nake a suggestion. | don't
di sagree with that, but I'"'ma little concerned about making
a specific -- | nean, | agree with the spirit of what you're
saying absolutely. | would feel a little better, and maybe
you know the answer to this, of saying that it ought to be
done within a specific tine frame, if | had sone idea of

what | was about to spend.
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| nmean, | don't object to saying it ought to be
done within 10 years or 15 years or seven-and-a-half years.
But | have no idea when |I'm nmaking that statenment now, about
when |' m sayi ng.

So | would like to, unless we have those nunbers
intime to do sonething right now, | guess for right now I
would like to say by a date certain and in a tine franme that
is nore aligned with other changes in the Medi care program
" mjust uneasy about saying what it is.

MR, SHEA: | think that's fair, but I think you're
exactly right, Gail, in terns of looking at this. Get it
nore within the framework of the other changes that are
made, instead of just being an exception. For beneficiaries
we'll do sonething kind of crazy.

DR. W LENSKY: Maybe we can go up to 10 years in
our changes. In the past we have sone changes that phase in
over 10 years. W have nost of our transitions that are
three to five years. | would just like to see what it is
we' re asking Congress to spend if we were to do sonething
within five to 10 years, instead of having it whenever it
iS.

MR. MacBAIN. Does the Comm ssion has the ability

to cone up with a range of estimates with different update
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factors, so we can get a sense or sort of a matrix, with
this update factor, five years would cost X, 10 years would
cost X, and the sane with a different update factor?

Not necessarily for this report, but for the next
time we revisit this, for next year's report, so we can be a
little nore definitive and say this ought to be done within
10 years and here's what it will cost and Congress ought to
appropriate the noney.

DR. W LENSKY: Qur staff was noddi ng yes, so
assune the answer is yes, we can do that.

DR. WORZALA: It should be sonething that we can
wor k on.

DR. KEMPER: | wouldn't minimze the inportance of
t he budget inpact, but we don't nake budget inpacts for nopst
of the other things that we do, in ternms of making
recommendations. So |I'mnot sure why we should single this
one out as one where we have to pay particular attention to
t he budget inpact. W didn't do that on the update.

DR. W LENSKY: No, but we followed -- | think
that's not an accurate anal ogy. W have a specific format
that we followwith regard to the update, and we went
t hrough and | ooked at each of the conponents, as we al ways

do, used our discretion to postpone any recruitnment fromthe
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unbundl i ng whi ch woul d have been ot herwi se a cal cul ati on and
came up with a nunber that reflected a strategy that we had
gone through in accordance to sonething that we've been
asked to go do.

In general, | think we've been very reticent about
maki ng specific recomendati ons that increase net spending
on Medicare. This is an issue that we've tal ked about, but
we have tal ked about it in very general ternms. And | think
if we are going to make a specific recomendati on, to put
nore specificity as Gerry has been suggesting, that it's
appropri ate.

At this point, |I don't know whether we're talking
about, within Medicare's real mof nunbers, a relatively
nodest anmount or are we tal king about a quite significant
increase. And | just think that if we're going to nake
sonet hing as specific a suggestion, that we ought to take it
down in five years or eight years, I'd |like to know whet her
we're tal king about $2 or $3 billing or $10 or $20 billion.

| think it behooves us. And then we can decide
what ot her kind of statenent we m ght want to make around
it. But | think we've actually been very cautious about
maki ng recommendati ons that are net increases with any

specificity.
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MR. SHEA: Gail, | think your suggestion of

getting it into the sanme tinmefrane or roughly the sane
timeframe as we do for other changes in the systemis the
right step to take at this point.

MR, MacBAIN. Just to follow up on Peter's point,
at least in nmy mnd, the difference here is that changing
the copay from one based on charges to one based on paynents
is technically changing benefit. And that is different from

changi ng an update factor.

DR. WLENSKY: | would like to, | think, on this
if you don't mnd, | think you have a sense of the
nodi fication we'd like on this. It's inportant enough that
we'll ook at this again either late this nmorning, first

thing in the afternoon, as to precise wording difference.

DR. WORZALA: Maybe | can reiterate what | think
|"ve heard. First is to establish a date certain for
achieving a coinsurance rate of 20 percent. That's one
thing. I'mnot quite sure if I"'mnodifying this in any way
in response to Bea's coment about effectively nonitored and
enf or ced.

DR. HAYES: | had sonething on that. M
i npressions, given what Bea said, was that would require a

separate recommendation and | just scratched out sonething
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here |i ke the Secretary should nonitor inplenentation of the
PPS to ensure the required buydown of beneficiary
coi nsurance paynents. |Is that the kind of thing that you
wer e t hi nki ng about ?

DR. BRAUN:  Yes.

DR. RONE: Does it nmake sense to put like a
maxi mum peri od? The cap should be no greater than X years,
even though we don't know exactly how nmuch we're spendi ng.

MR. SHEA: Again, | think the notion of rough
parity here is at least what | think is fair. | think what
they've got here is just way out of line. Wthout getting
into a specific nunber, if we could say a date certain that
is wthin -- that is consistent in terns of tineline of
ot her maj or changes that are nade in the Medicare system or
sonet hing like that.

DR. WLENSKY: | agree with that. | would fee
| ess unconfortable with that.

MR, MacBAIN. 1'd like to see us actually, not
this year but next year, include a specific tinme on a
recommendation, but in the interimget a sense of what the
cost would be, and include the cost in the text next year.
| just think this is one year too early because we don't

have the data to support it.
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DR. W LENSKY: Wile you' re working on the new

recommendation, that struck me as a place to at least put in
the concern we rai sed yesterday with regard to access, when
we were tal king about GVE. As opposed to the administrative
costs per se, which I think takes us down a whole different
route, indicate that the Secretary ought to be nonitoring
any inpact that the nove to outpatient prospective paynment
has on access to care for seniors. Because that is really
why we worry about issues of administrative cost or
conplexity and what it does for the hospitals.

MR. JOHANSON: That's draft recommendati on nunber
t wo.

DR NEWHOUSE: Two is really site of care.

DR. W LENSKY: No, | thought in keeping with the
new recommendation that Kevin is drafting, maybe.

DR. WORZALA: Shall we go on?

DR. W LENSKY: Wy don't we go on to the next one.
The question is whether this next one can incorporate --
whet her you want a separate recommendati on or whether it can
be incorporated in here.

DR. NEWHOUSE: Can we have sone specific nention
of beneficiary access to services in nunber two?

DR W LENSKY: Yes.
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MR. MacBAIN. It says, nonitor beneficiary access.

DR. WLENSKY: It's less the issue -- | guess when
| read that, that was nore |like a generic statenment that you
could drop it in at any point, in any service in Mdicare.
What we're concerned about here, | think, and it may be that
it"s inplicit in what we're saying, it's why I didn't catch
it to reflect what Spence was raising, as a result of the
substanti al change in the reinbursenent system we think
it's inportant for the Secretary to nonitor any changes in
access to care that seniors may experience.

DR. NEWHOUSE: And the text shoul d probably
expl ain that bundling could dimnish, or lead to stinting,
di m ni sh access to certain services.

DR. WLENSKY: | think also include the issue that
Bea had raised, as part of nonitoring the access to care,
nmonitor that the buydown in coinsurance al so occurs. W
made a distinction the last tine that we had an
i npl enentation recommendation. This seened, to ne, to be
cl ose but not quite to what we were tal king about in terns
of the inplenentation regulation.

DR. RONE: You shoul d change the wording here
because it sounds |like the alternative is that the Secretary

shoul d not bother nonitoring the low quality care. W're
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asking her to carefully nonitor the access to the high
quality care.

So what we probably should say is she should
carefully nonitor the quality and access or sonmething |ike
t hat .

DR. WORZALA: Sonething |ike access to and quality
of .

MR JOHNSON: Before we wordsmth it to death,
this is where | was going to offer ny anended
recommendation. The Secretary should carefully nonitor the
i npl enentation of the outpatient PPS systemto ensure that
it does not have uni ntended adverse conseguences on
beneficiaries or providers. And then, in the chapter
| anguage, the access and availability to high quality
outpatient services to the beneficiaries, and at the sane
tinme, probably the biggest inpedinent to that m ght be
financing and the systemthat's been inpl enent ed.

And | ooking at the hospitals we had yesterday, in
t he chapter | anguage on outliers and GVE, | guess our
favorite category of rural, teaching, and Medicare
dependent. But in the chapter we tal ked about the ability
of providers to finance higher quality outpatient services.

DR. W LENSKY: Those are not recomendati ons. [
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woul d not like to see that in the recommendation. | think
t he reconmmendati on ought to focus on access to care and
quality of care that seniors receive. | think it's
perfectly appropriate again, as we did yesterday, in the
text belowit to indicate that these changes coul d have
uni ntended effects on providers.

But the focus of the recommendation is that the
Secretary's nonitoring is not to nonitor what goes on to the
providers, but to nonitor what happens to the access to care
that the seniors receive. But | do think it's appropriate
for text |language, and then it also makes it -- as Carol was
raising -- consistent with the kind of discussion that we
had yesterday. At least | think it's consistent, where the
recomrendati on focused on access to care and the text
di scussi on rai sed concerns about certain vul nerable
institutions and what m ght happen to them

MR, JOHNSON. | guess | would only respond, and I
would let it go if you feel that way, that | find it unusual
that we wouldn't also nonitor what's going on with
provi ders. \Wien you | ook at the nunber of recommendations
we' re maki ng, when you | ook at the nunber of changes that
Congress is maki ng, sonmewhere there's got to be sone

accountability here to | ook at these things.
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DR. WLENSKY: 1'mgiving you nmy sense but
obviously this is a question for the Commission. |If we find
an i npact on access, that's an issue. |If we find there's an

i npact on providers but that patients seemto be getting
access to high quality care, that's a different issue. And
| think that's why having the recommendati on focus on

nmoni toring access to high quality care for seniors ought to
be the focus of our recommendati on and di scussion in the
text about the fact that there's a | ot of change going on in
providers is perfectly strong.

That is also, it seens to nme, consistent with
where the Conm ssion has come out in these other
recomendat i ons.

DR. BRAUN. | think in the phase-down nonitoring
we shoul d al so say nonitoring and enforcing the phase-down
because | think that's inportant.

DR. LEVERS:. | | ook at Spence's reconmendation
guess a bit different than you do because | think the inpact
on providers wll be felt before the inpact on access.
think it's an early warning sign. | think that's where
you're headed and | think it is appropriate sonewhere at
| east to reference that. | haven't seen the | anguage. It

sounds reasonable to ne.
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But the problemwi th just a statenent such as this
is we're | ooking at access, but that's not where we need to
start. W need to start trying to find the paraneters that
are going to be the early warning signs. And | think the
i npact on providers is one of those signs.

We aren't addressing that. |1'd rather see them
monitoring that in addition to access. So sonehow I'd |ike
to see that wording cone in sonewhere. | just think it's
i nportant.

DR. WLENSKY: Again, | guess I'd like to get a
sense of where the Comm ssion is. Yesterday we nmade a
di stinction, when we nade our reconmendation with regard to
hospitals and GVE -- and | think I"'mreflecting this
accurately -- that the reconmendation included the focus on
the access to care for the seniors. And the discussion
under the recomendation in the text tal ked about nonitoring
what happened to particularly vul nerable hospitals that
we're worried mght have it.

And what |'m suggesting is that we foll ow the sane
distinction as to what goes in the recommendati on or not.

MR. MacBAIN. Can | try different wording on it?
The Secretary should carefully nonitor inplenentation of the

outpatient PPS to assure that it does not have unintended
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adverse consequences for providers or threaten
beneficiaries' access to care.

DR. NEWHOUSE: The problemis that there can be
ot her things that threaten beneficiaries access.

DR. W LENSKY: The focus here is trying to say
you' re introduci ng prospective paynent system and it may be
that there's sonething about the prospective paynent system
that threatens access to care and the providers are doi ng
just fine, as at least it indicates. Fromwhat we have
here, financial concerns ought not to be early year concerns
from out pati ent PPS.

The nunbers that we're showi ng do not indicate

that this is a big financial hit. |In fact, it's a financial
plus. W could still imgine problens with getting access
to care.

DR. NEWHOUSE: Stinting would help the providers.

MR. MacBAIN. But that's an unintended adverse
consequence that effects providers.

DR. NEWHOUSE: But it hel ps the providers.

DR. WLENSKY: |It's not an adverse. That's why,
tonmy mnd --

MR. MacBAIN. It's adverse for the program

3

W LENSKY: | think we're taking what ought to



10

11

12

13

14

15

16

17

18

19

20

21

22

23

a7

be a pretty straightforward concept which is our focus is
not on nmaking this a provider issue. Qur focus is on access
to care. And obviously, if the whole provider system
col | apses, you will have access to care probl ens.

But the focus ought to be on the access to care to
seniors and to indicate we're doing a | ot of change and
seei ng what happens and | ooking at what's going on in the
provi der conmmunity as a potential early warning signal, or
deciding that, in fact, the early warning i s sonething of
what's going on in the private sector and it's not an
Medi care issue which nay or may not inpact access.

But it's really the question of what it is we're
focusi ng on.

MR. MacBAIN. | think Ted's point is a good one.
The effect on providers and the providers response i s going
to tell us sonething sooner than trying to directly neasure
access changes. By then it's too |ate, the danage has
al ready been done.

DR. WLENSKY: | guess the issue is the one that
Carol raised, is that this is a very different focus than
think we took in nursing honme, and that we took in hone
care, and that we took in the Medicare+Choice, all of which

you coul d make the same argunents.
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MR. MacBAIN. 1'd like to | earn sonmething from

t hat .

DR. W LENSKY: But we've just been naking these
recommendations. So |I'mjust a little unconfortabl e making
a distinction here that we have not done el sewhere, in terns
of the recommendation. Peter, and then we can just do a
vote, of do you want to foll ow what has been suggested in
terms of including in the recommendation, either with this
wording or not? O would you like to foll ow what we were
usi ng yesterday? Watever the majority would like is fine.

DR KEMPER | agree with Gail, in terns of the
actual recommendation |anguage. But | think it's very
inmportant in the text to recognize that we're not going to
have services if the providers aren't thriving and have
adm ni strative systens that are inplenentable, and that
there are a whole set of things that we're doing that could
lead to wthdrawal fromthe nmarket or problens in the
markets. And that that m ndset needs to be reflected in the
text and what we say, throughout what we're doing.

And | think we do pay attention to that in other
things that we do. But | think that's probably not
reflected in what's here now and that could be strengthened.

DR. WLENSKY: | agree. Let ne try. | think the
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guestion is not a sense of disagreenent that it's an issue.
It's a question of do we put this wording in the
recommendati on or do we put the recomrendation or focus on
access to seniors and put the concern about what nay be
going on to providers in the text?

MR. SHEA: Gail, | think you're right, and | agree
with Peter's fornmulation. But | think it ought to be strong
in the text, particularly in light of the recent experience
in the other changes. | think that's only fair.

DR. WLENSKY: | agree, and it's not there. Now I
guess the question is how many people would feel confortable
with what Peter and Gerry have just suggested, which is
keeping it in the text but in strong |anguage in the text?

DR. WORZALA: Can | recap specific | anguage for
t he recommendati on before we nove on?

DR. WLENSKY: |If you can

DR. WORZALA: The only change | would make at this
point is beneficiaries' access to and quality of outpatient
servi ces.

DR. WLENSKY: | think that you ought to take a
mnute to just try to rephrase it. Part of the issue is
let's try to have a crisp recommendation, and then the real

concern will be making sure we capture the sense of the
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group, in ternms of what's in the text.

DR. HAYES: So we'll be revising this and giving
you new text, we hope before we | eave today to review. Does
that sound all right?

DR. WLENSKY: If you can do it. |If you can do
the text before we | eave that would be terrific. At the
very least, | think we ought to see the recomendati on
before we |l eave and the text afterward. |f you can do both,
that's even better.

DR. WORZALA: The final recommendation that was
included in the draft chapter, the Secretary shoul d nonitor
changes in practice patterns across anbul atory care settings
to ensure that differences in paynment are not leading to
i nappropriate shifts in where care is provided.

DR. WLENSKY: Site of care.

DR, WORZALA: Sure.

DR. NEWHOUSE: |'ve suggested a reconmendati on
that the Secretary undertake a study of upcoding simlar to
what is done on the inpatient side. W ought to work out
t he wordi ng.

DR. WORZALA: |s that as a nodification?

DR. NEWHOUSE: No, it would be a separate

r ecomrendati on.
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DR. W LENSKY: Again, we want to see this | anguage
bef ore people go, so they can be confortable with any new
recomendat i ons.

Kevin, the conversion factor. | think we're done
with this.

DR. HAYES: In your nmailing materials for the
nmeeti ng you have a draft chapter on updating paynents,
estimati ng paynent update for physician services. The
paynent update we're tal king about here, of course, is the
update for the physician fee schedul es conversion factor.

You m ght ask why we're proposing this chapter,
and we can | ook at the next slide and realize that in the
Comm ssion's March 1999 report, the Conm ssion nade a
recommendation that the Congress require the Secretary to
publish an estimate of conversion factor updates by March
31st of the year before their inplenentation.

The Comm ssion's rationale for adopting this
recommendati on was that issuance of a prelimnary estimte
of the conversion factor in the spring of each year would
gi ve the Conmm ssion and others an opportunity to review and
comment on it. Then later, the final update for the
conversion factor would be released in the fall of each

year. Historically, HCFA has been issuing that update |ate
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Cct ober or early Novenber with inplenentation to occur
January 1st and there had been no opportunity for review and
comment on the update.

The Congress consi dered not just that
recomrendati on but four others that the Conm ssion nade with
respect to paynent updates for physician services and the
sustai nable growth rate systemthat is used to determ ne
t hose updates, and took action on all five of those
recomendati ons.

In the case of the prelimnary estimte of the
update, they required HCFA to rel ease an estimate by March
1st of each year. The Comm ssion nust review that and
i ncl ude coments on the estimate in its June report, and
then the final update is issued by Novenber 1st.

So if we ook now at what the prelimnary estimate
of the 2001 update would be, we see that HCFA is estimating
that to be, at this point, 1.8 percent. To put that kind of
percentage in sone perspective, the update for this year
for the year 2000, was 5.5 percent. 1In 1999 it was 2.3
per cent .

We get to this 1.8 percent by | ooking at the
di fferent conponents of the update, which include first the

estimate of the Medicare econom c index for next year, which
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is 1.7 percent. The MEl neasures changes in the inputs used
to provide physician services. Things |ike physicians'
earnings, supply, rent, so forth

Anot her conponent of the update is what's known as
t he update adjustnent factor. Recall that updates for
physi cian services are unique in that they take into account
not just increases in the cost of providing services but
al so the extent to which spending for physician services has
been above or bel ow all owed | evel s.

W'l |l conme back to this update adjustnent factor
in a mnute, but suffice it to say for now that the estimte
of what that will be for next year is 0.5 percent.

The update estimate al so i ncludes two ot her what
you might think of as budget neutrality adjustnents. The
first one is |labeled here as a |egislative adjustnment, which
was required by the Bal anced Budget Refinenent Act of 1999.
The second is a volune and intensity adjustnent. This is in
anticipation of volume growh associated with inplenmentation
of revised resource based practice expense, relative val ue
units, and the physician fee schedul e.

HCFA actuaries estimate that the effect of those
vol unme increases would be a 0.2 percentage point increase in

spendi ng, and so this adjustnent offsets that.
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Goi ng back now to this question of the update
adj ustment factor and the fact that it is determ ned by the
di fference between all owed and actual spending, recall that
al | oned spendi ng for purposes of physician updates is
determ ned by what's known as the sustainable growh rate.
This estimate of that for the year 2001 includes the factors
that you see listed here, a change in input prices of 1.5
percent. That will be neasured generally by the MEl that we
spoke of a nonent ago.

It also anticipates a decrease in enrollnent in
the traditional Medicare programof 0.6 percent, and growth
in real CDP per capita of 1.9 and a change due to | aw and
regulations. Nothing is known at this point about that. It
coul d be that Congress would act later on this year, and
m ght include sonething in the benefit package that woul d
have an effect here. But for now, that's estinmated at zero.
For a total here of 2.8 percent.

In looking at this estimate for the SGR for next
year, we would call your attention to the decrease in
enrollnment in the traditional Medicare program To put that
nunber in prospective, realize that we're anticipating an
increase in enrollnment overall in the Medicare program of

about 1 percent. That would be the total that includes the
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traditional Medicare programas well as Medi care+Choi ce.

So to see a decrease in enrollnment in the
traditional Medicare program that nmeans we're tal king about
an increase in enrollment in Medicare+Choice. G ven that
over 80 percent of beneficiaries are in the traditional
program to get this kind of a decrease, we're tal king about
an increase in Medicare+Choice enrollnment of 9 percent or
so. And so the question would be whether or not we can
expect that to happen.

Recent experience suggests that maybe it wll not
happen. The year-to-date through the first of March of this
year, we saw an increase in Mdicare+Choice enroll nent of
just under 3 percent. So given that disparity, we have a
draft recomrendation for your consideration which would be
that we woul d ask that HCFA consi der not just the nost
recent data avail able on changes in enrollnent, but also
sone reconsideration of the nmethods that are being used to
project enrollnment in the traditional Medicare program

DR. NEWHOUSE: Questions? Kevin, can you refresh
my menory on what, if any, statutory authority is to make
error corrections? | mean, if HCFA forecasts X enroll nent
gromh and it turns out to be Y, what happens?

DR. HAYES: Yes. |If you recall, the Conm ssion
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made a reconmendation along that |ine and the BBRA requires
HCFA now to go back and correct estimates that are included
inthe SGR  So in this case, if it's determ ned
subsequently that enrollnment in Medicare+Choice was not as
strong as had been estinmated, then there would be an
opportunity to go back and correct that estimate.

DR. LONG Is that just a going forward provision
or was there a | ookback?

DR. HAYES: There's a | ookback and | believe that
the first estimate, the first SGR that is subject to
revision is the SGR for fiscal year 2000.

MR. SHEA: Do you recall what the change in
Medi car e+Choi ce enrol | nent was | ast year?

DR. HAYES: The enrol |l nent change that was
included in the Conm ssion's March 2000 report for '99 was 5
per cent .

MR. MacBAIN. A couple questions. One is, how
does the 2.8 percent SGR translate into the 0.5 percent
upgrade adjustnment? | thought you said those two were
rel at ed.

DR. HAYES: What you need to do is to conpare that
2.8 percent increase wth expected growth in actual

spendi ng, and there's a difference of a few percentage
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points partly due to -- it's a conbination of things. But a
big factor here is the increase in the update for 2000 of
5.5 percent.

MR. MacBAIN: So the fact that the SGR of 2.8 is
bel ow maybe 3.3 is a 0.5 percent difference, sonething |ike
t hat ?

DR HAYES: Yes.

MR. MacBAIN. Secondly, on the recommendation, do
we have enough information to be a little stronger than
this, of what we think the nunber ought to be?

DR. HAYES: W had sone discussion in the March
2000 report about the potential effects of the BBRA on
growt h in Medicare+Choice enrollnent. The thought was that
things |ike some nodest increases in paynents to the plans,
extension of cost contracts, and this kind of thing m ght
lead to sone growth in Medicare+Choice enrollnment, but it
was just too early to tell

My read of the situation was that it was just kind
of too early to tell, so | don't know.

MR. MacBAIN:  Should we at |east recomrend that
the Secretary survey the Medicare+Choice contractors, to get
a sense of what they expect? There seens to ne sort of a

bl ack box right now. It can kind of be whatever the
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Secretary wants it to be. It holds physicians responsible
for sonething totally outside their control

DR LEVERS: |'d like to thank Kevin for what he
has done in this chapter and what he has pointed out. The
AVA center that has taken a |look at this as well has
guestioned this 9.6 percent and have given sone nunbers that
are rather startling. Maybe I'lIl just read briefly, Joe, if
it's all right wth you, for the record.

That is, if you take a | ook in January of '99,
enrollment fell by 155,000. Then it picked up 110,000 in
February, and by March was back where it is. But in January
of 2000, enrollnment fell by 157,000, grew 23,000 in
February, and is 115,000 in the hole in April.

DR. NEWHOUSE: January presumably is the plan
pul | - outs.

DR. LEVERS: That's part of it, but you have to
take that into account. But to neet the 9.6 projection that
they're putting forth this year, their average nonthly
enrollment will need to increase by 186,000 in the next
eight nonths. And it's never done that before.

W see these estimates comng out in the face of
nunbers like this, this is the third year in a row that

they' ve done this sanme thing. And | really thank Kevin for
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bringing it out. It's just -- I'Il give you this, you may
have it. | don't know whether they sent it to you or not.

But it just doesn't nake sense to nme how t hese
estimates are comng about. |I'mvery pleased with the fact
that they've gone fromthe 2.1 to 5.8 or sonething on the
SGR, that's appropriate. But it just never ceases to amaze
me that we end up with estinmates year after year after year
in the face of very direct information.

DR. NEWHOUSE: Ted, did you want any change in the
wordi ng of the draft recomrendati on?

DR. LEVERS: | think that what Bill has added is
appropriate. | think that Kevin's point, if we could
predi ct something that would be very nice. But | don't
know, Kevin, you'll have to tell us whether we can do that
or not? O whether we have a nunber that we woul d think
woul d be nore appropriate fromthe data that we have.
just don't know, Joe.

DR. NEWHOUSE: | sense the answer is we don't have
our own nunber here, so that this is where we're at.

DR. LEVERS: | can't answer. Kevin would have to
tell nme whether he has enough to do that. If he did, it
woul d be awful ly nice.

DR. HAYES: The only additional bit of background
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| can provide is this is the kind of projection that is
provi ded by the actuaries at HCFA. It's part of their work
generating what's known as the trustees' report. This is
the report that | ooks at the financial solvency, | think is
the word, of the Part B trust fund, and they're doing

proj ections out over a period of years and have sone pretty
conpl ex nethods for doing so.

|"d be reluctant to recomrend that we try and
replicate that work

DR. NEWHOUSE: But are the nethods explained or is
this just actuarial judgnment?

DR. HAYES: The nethods are not explained, not in
detail in the trustees' report or with the materials that
are provided. In talking with staff in the office of the
actuary it looks |like they have sone | ong term projections
for what's going to happen with respect to both the
traditional Medicare enroll ment and managenent care
enrol I ment, and these projections are part of that series.

DR. NEWHOUSE: |'m wondering if we want sone kind
of | anguage about explain the nmethods, as opposed to the
Secretary shoul d revi ew.

DR, LEVERS: | would support that. And | won't

repeat ny comment of the last two years on the actuaries in
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HCFA, but they're in the record.

MR. MacBAIN. This essentially is based on a sal es
forecast for the Medicare+Choice plans, and | think it's a
| ong- st andi ng adage that you don't have your sales force set
your prem uns, you don't have your actuaries do your sales
forecast.

M5. ROSENBLATT: Since everyone is poking fun at
actuaries, | just have to say sonething here. | do believe
that it's tied to the long-range projections. There is
going to be a group that's going to | ook at the nethods
i nvol ved in the | ong-range projections.

DR. NEWHOUSE: But this is just forecasting a year
ahead, as | understand it. This isn't the |ong-range.

M5. ROSENBLATT: So | do think this is a very good
recomendation. |'mglad you know about actuarial judgnent.

DR. KEMPER | thought you were going to say it's
better than econom sts judgnent.

DR. NEWHOUSE: She didn't have to add that.

DR, LEVERS: It goes w thout saying.

DR. KEMPER | just wonder if we should | eave the
recomendation like this, but if there are recent nunbers
that woul d sort of give one pause about the estimtes, that

it mght be useful to include those nunbers in the text and
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just make it clear.

DR. HAYES: So ny inpressions are then that we
woul d nmaybe add sonmething to this recomendati on about not
only review of the data and nethods used to project the
changes in enrollnment, but also a rel ease of a discussion or
an expl anation of the nethods used to generate them |Is
that it? That sounds good.

DR. NEWHOUSE: Yes.

DR. W LENSKY: Further comment?

DR. LOOP: Don't you want to make that a second
recomrendati on?

DR NEWHOUSE: | think it's within this framework.

DR, LEVERS: That's an awful |ong recomrendati on.

DR. W LENSKY: Yes, it makes for an awfully | ong
recomrendation. | think we actually have a chance of
getting people to read it if they're shorter
recomendati ons.

DR. NEWHOUSE: Kevin, | had one m nor question.
Wiy is the MEI estimated increase different fromthe change
in input price estimated increase? 1.7 percent against 1.5
percent ?

DR. HAYES: Both of themare for the sanme tine

period. | believe that the explanation for this is that the
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change in the | ower percentage, the one that's in Table 5.2
of your materials is a weighted average of the MEl and the
proj ected change in another category of services which is
considered for this purpose, which is | aboratory services,
whi ch woul d have -- | think by law -- no increase next year.
Does that sound right?

VOCE: Yes, it's a weighted average of 89 percent
of the Medi care Econom c Index and 11 percent of the |ab
update, which is zero by | aw.

DR. HAYES: Thank you, Mark.

DR. W LENSKY: Thank you. Jen?

M5. JENSON: Good norning. | guess before |
proceed to discuss the points | wanted to raise this
norning, | wanted to give a preview of what I'mgoing to
tal k about this norning. I'mfirst going to talk briefly
about the general approach in the paper, the draft chapter
that you have. And that's nostly for the benefit of our
guests here this norning, who didn't have the opportunity to
read the draft chapter

" mthen going to proceed to discuss three key
assunptions | nmade that underlie the way the paper is set
up, follow that up wth a discussion of two possible things

you m ght want to consider in suggesting revisions to the
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paper, and then finally I'Il ask for your guidance in how I
shoul d follow up to revise the paper.

Briefly, the general approach of the paper is to
begin by asserting that the Medicare program has two key
goal s and that those goals are to inprove beneficiaries
heal th and to protect beneficiaries fromhealth care costs.
Largely based on those two goals, | proceed to raise sone
guestions with the idea of facilitation thinking about
whet her specific policy changes or reformoptions are likely
to hel p achi eve policy goals.

For the benefit of people who didn't read the
paper, sone of those questions include does the program pay
for things that will inprove beneficiaries' health and well
bei ng? What should be Medicare's role in approaching
heal t hy aging nore broadly? Does the programpay in such a
way as to encourage the provision of quality care? Do
paynment et hods account for differences in the markets in
whi ch beneficiaries receive care? How nuch shoul d
beneficiaries pay for the care they receive? Does the
program structure provide for overall spending control? And
what should be the relative roles of public and private
entities in admnistering the Medicare progranf

Movi ng on to the key assunptions, one key
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assunption that | nade is that a policy goal of the Medicare
programis to inprove beneficiaries' health. | think it
woul d be safe to say that | got the nost comments in this
particul ar assunption. Several people said to ne that they
really didn't think that the goal of the Medicare program
was to inprove beneficiaries' health.

l'"d like to think that they don't disagree with
me, but rather than they're not used to hearing this goal
stated in quite this way. | think it's nore conmon to
present discussions of this topic in terns of ensuring
access to care and nonitoring quality. | guess | made the
assunption that we want to ensure access to care because we
want beneficiaries to get the care they need, and when they
get the care they need, that will actually inprove their
heal t h.

Simlarly, I made the assunption that we nonitor
quality of care because we want to ensure that the care
actually does sonething to i nprove beneficiaries' health and
wel | bei ng.

DR. W LENSKY: Since you've nmade a point of this
could I just ask you a question? It seens to ne that to say
what you just now said is very different from saying the

goal of the programexplicitly is to inprove seniors health.
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| just wanted to ask whether, as you stated the second
sequence, it's that the goal of the programis to provide
seniors with access to high quality care because there is a
presunption that by allow ng that and providi ng sone
financial protection, we will indeed favorably inpact the
heal th care of the elderly.

But | would suggest that if you think that's a
goal, that's very different fromsaying the goal of the
programis to inprove the elderly's care. |'d say well, we
just make it illegal to sell cigarettes to anybody that's
over the age of 65 or nake sone other very strong public
health statenments if we truly wanted to i nprove health, that
m ght do sonething very differently.

| " m surprised because when you started off you
made it somewhat flippantly whether or not this was a goal.
But it strikes ne that you just made what | would regard as
a very inportant distinction. And | didn't know whether you
regarded that as an inportant distinction or not in your
presentati on.

M5. JENSON: | think that we nostly agree. | |ike
to think about the access and quality as neans and the
heal th bei ng the ends.

DR. W LENSKY: W can have this as a di scussi on
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| only raise this now because you said one said and then
proceeded to sonething else, and I just didn't know whet her
you felt that these were synonynous or equival ent

statenents. | would say that | do not regard these as
synonynous or equivalent, really depends on do you think the
goal is as you said initially? O do you think the goal is
as you just went through this second version, which is the
nore conmon way of |ooking at it?

M5. JENSON: Personally, | think the goal is as |
said it initially, and | think the reason why people care
about access and quality is because they care about the
ultimate goal, inproving beneficiaries' health.

DR. W LENSKY: W can have this discussion

afterward.

M5. JENSON: | expected conmmentary on this
particular point of view | nean, it does reflect the way |
view the world, | recognize that.

DR. ROAE: | agree very nmuch with what you're

saying and | think we're all saying the sanme thing, but in
order to protect us and you fromcriticismthat this is our
personal i zed view of the Medicare programis goal, it m ght

be that in the enacting legislation there is sone | anguage

that could be quoted up front about the Medicare programns
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goal. In fact, | think there is.

And | think your interpretation of the goals,
which | certain ascribe to, is consistent | believe with the
enacting legislation. But if we tied it to the enacting
| egi sl ation, so that people don't get into a discussion
about well, that's Jen's viewof it, that's not what it's
about, which sonme people mght say depending on how you
state it, because | think you did state it two different
ways.

And the other thing | would say about this is one
way | find hel pful to nmake this distinction is to say what
it's not, which is just a health insurance program Many
peopl e view Medicare as just a health insurance program A
| ot of the discussions we are having in these nmeetings go
far beyond that. They talk about benefits to maintain
access and quality and other things.

So if you put it that way, say it's not just a
heal th i nsurance program we're concerned about, et cetera,
| think that may also help to distinguish it in sone
peopl e's m nds.

DR. WLENSKY: | think the problemis this is a
very serious difficult discussion that is actually not given

the kind of serious attention in the paper of what would it
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nmean to set up? Do you viewthis as primarily a health

i nsurance progran? Primarily as a programto pronote or
achi eve good health? And where are we or what can we gl ean,
not only fromthe words that were crafted in 1965, we're
already in the 21st century, but fromwhat indications are
t hat Congress is thinking about as it struggles with it.

This issue, and the reason | wanted to stop you is
you, within a five mnute tine, had seened to ne cover what
goes to the heart of a |ot of debate about what reform
shoul d be all about, what Medicare should be all about, and
| think is not sonething that you can just pass over
lightly.

M5. JENSON: One of the things that | planned
later in the discussion is to talk about one of the
possibilities for revising the paper. And | think it gets
at this issue in a way that m ght be hel pful.

DR. W LENSKY: GCkay, why don't you proceed.

M5. JENSON: So the second assertion that | nade
was that the program was about protecting beneficiaries from
health care costs. This has caused nme | ess trouble, however
| wanted to be explicit about a couple of things |I was
t hi nki ng when | said that, because that affects the way that

| approached the paper.
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| assune that the Medicare programis not just an
i ncome support program that at |east so far policynakers
haven't decided to give beneficiaries cash equal to maybe
the actuarial value of the benefits they receive that they
coul d spend as the please. Instead, in the current program
Medi care pays for health care services, they cover the costs
for services that beneficiaries have received or costs that
have al ready been incurred. That wasn't very clear.

So Medi care pays for health care costs for
services that beneficiaries have used. Program policies
such as those regardi ng coverage and paynent and quality
monitoring, | think are in part al so about ensuring that
Medi care is paying for necessary health care costs.

Now we could nove to a different nodel, perhaps a
nodel where the governnment provides noney to beneficiaries
to buy a health insurance policy, so it's not paying for the
health care services as directly, it's giving the noney to
pay for health insurance. But | think that a simlar thing
woul d be true, that the beneficiaries would be expected to
spend that noney on health insurance, and that they woul dn't
be able to use it for other things.

DR. WLENSKY: On that, | don't think you nean

that exactly as it's witten. 1It's not to nmake health care
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zero cost. That's what that says. You really don't nean
that. You nean sonething about it should protect seniors
from excessive costs, unreasonable costs, extraordinary
costs. But you don't nmean it as it's -- | don't believe you
nmean t hat .

M5. JENSON: No. Like in sone cases, just inmagine
| have honmeowners insurance and there was a fire in ny hone.
The insurer mght just give nme noney and | coul d use that
nmoney to buy a new suit or nake repairs.

DR. WLENSKY: That's a different issue. | think
we all agree that this is not an incone support program
But |I'm questioning nore the statenment. You say the goal is

to protect seniors fromhealth care costs, but you don't

nmean t hat .
M5. JENSON: Not all health care costs.
DR. W LENSKY: That's ny point.
DR. RONE: To | essen the burden.
DR. W LENSKY: Yes.
M5. JENSON: We definitely agree about that.
DR. RONE: | think the actual out-of-pocket

expenses are greater than they were X years ago.
M5. JENSON: The third key assunption is that our

goals wouldn't change in a reformprogram So the goals of
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protecting beneficiaries fromhealth care costs, or of
i mprovi ng beneficiaries' health are goals that we have for
traditional Medicare. They're goals that we have in
Medi care+Choice. And | believe that they're al so goal s that
we woul d have in a reform program

G ven that | assunme that we'd have the sane goals,
you' d ask the sanme questions to hel p eval uate whether or not
policies are effective. Certainly policymakers woul d wei ght
these goals differently and they woul d prefer different
pol i cy approaches based on how t hey wei ght the goals.

For exanple, policymakers m ght adopt a health
i nsurance nodel that's relatively indifferent about specific
health care goals. O they could have specific coverage or
quality requirenments that inply that they' re nore concerned
about achieving specific health ains. The approach that
policymakers take is just a function of their preferences.

Finally, | assune that policymakers can achieve
their goals in different ways. The Congress could specify
requirenents to hel p achieve certain insurance goals,
certain health goals, or they could allow private
organi zations to make those sane deci si ons.

Addressing, | think, two possible approaches that

you mght want to consider for revising the paper, one is
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basically to expand its focus, and one would be to change
its focus. Taking on the latter itemfirst, this paper
focuses on policy goals, the two goals that we' ve di scussed
al ready, and then discusses policy tools in the context of
t hose goal s.

For exanple, the section on limting
beneficiaries' financial liability, which would be a goal,
di scusses sone specific tools |ike prem uns and cost
sharing. Another exanple would be that the section on
provi di ng overall spending control, which is a goal, as part
of that discussion has exanples on the sustainable growth
rate system and on defined contribution approaches, specific
tools that you m ght use to hel p achi eve those goal s.

Arguably, you could have organi zed the paper the
opposite way. This is kind of an issue of a
mul ti di nensi onal problemand figuring out where to start,
coul d have instead focused on the tools and then di scussed
what goals those tools do or no do not acconplish. |If you
were to change the paper to take that approach, it would
make the discussion of the tools nore prom nent, but it
woul d make the discussion of what we're trying to achi eve
t hrough reform and through the Medicare program|ess

prom nent. That's just a choi ce.
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The ot her possi bl e approach woul d be to expand the
focus of the paper sonewhat. Ri ght now the focus is
primarily on Medicare's role as a health insurance and
Medicare's role as a health program You could step back a
little further yet and discuss in nore detail Medicare's
role as a social insurance program

The paper discusses sone social insurance features
of Medicare as part of the discussion about limting
beneficiaries' financial liability and ensuring program
sol vency, but you could take the social insurance issue on
nore directly.

| f you chose to do that, questions we m ght want
to raise woul d be what should be the role of current workers
and tax payers in subsidizing care for the elderly and
di sabl ed? O what responsibility should individuals have to
save for their future, to protect thenselves fromfinancia
costs associated with receiving health care services?

The first draft didn't directly tackle these
i ssues, quite frankly because I wasn't sure that you would
want to. However, to make the paper nore conplete, the
Comm ssion m ght want to raise those questions, even if they
didn't answer them

Finally, | guess |I'd want your feedback on how to
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foll ow up. We can begin with a structure of the chapter as
it is right now and work on tightening argunments, fleshing
out details, changing tone where that m ght be appropriate.
O we could nake | arger changes to the approach the chapter
t akes.

DR MYERS: 1'd like to suggest that we consider a
di fferent approach. Yes, the goal of the Medicare program
is to inprove beneficiaries' health. But there are two huge
conmponents of that that we don't separate. One is the
prevention of disease or mai ntenance of good health. The
other is the treatnent of disease when it occurs. And |
don't think we're enphasizing in any way in this paper, that
| can see, that first conponent.

In my view, one of the mpjor assets this country
has created in the Medicare programis the opportunity to
hel p our senior citizens avoid di sease, avoid needi ng
treatment, avoid hospitalization. And we are just not
t aki ng advant age of those opportunities.

| really would like to hear fromny coll eagues on
whet her or not you agree that that has to be a huge enphasis
in looking at this framework. |'mnot sure whether that was
sonething that was inplicit within your comments regardi ng

health, but if it was | would like to separate it out and
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really focus in no it, because it's a ngjor inportant issue.

M5. ROSENBLATT: | think when we discussed this
chapter last time we all had a | ot of concerns about woul d
we be able to do the subject justice. | guess ny reading
and the discussion so far this norning has indicated to ne
that we need a lot of tine to discuss these issues as
comm ssioners. | think there's a |ot of personal
di sagreenent on what we've already tal ked about that I, for
one, do not think the goal of the programis to inprove
health. | think it is to make access. | think it is an
I nsurance program

So | personally disagree with a |ot of the
comments that have already been made this norning. And |
think to do it justice we need hours of discussion on that.

So ny recommendati on woul d be sweepi ng reform of
the chapter. Don't even consider it for June. W probably
need the two full days of the retreat plus nore tine than
t hat .

DR. WLENSKY: Alice, let ne just break in and try
to get this issue off the table. To ny view, this paper is
not ready for prinme tine. It's not close. These are not
editorial changes. It's a very difficult issue.

VWhat is it we're trying to do? Wat did people
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think they were doing in the beginning? They certainly set
up a programthat | ooked |ike an insurance program Maybe
in the back of their mnd they had inproving health. If we
want to mature or change the focus because of what we now
know, what we now think we can do, what would that suggest
for -- | nmean, these are very big issues.

So when | read this, ny inmmedi ate take was whet her
or not the Conmi ssioners can ever cone to agreenent about
what such a paper would look like, I don't know But |
think just to relieve any anxiety that sone of you may feel,
let's decide this is not a June report. This is not doing a
few edits and we'll have it out.

So having said that, | think it may be useful to
continue with this discussion, but rather than have people
feel like they have to nmake their point, | don't think
that's an issue. |If there's any disagreenent, | don't
usually want to be quite so sweeping on it. But the kinds
of by the by cooments we've had this far indicate this is
not a small rewite and we'll send it out.

MR. SHEA: | think this nerits substantial tine
and discussion so I'mnot in disagreenent there. But if we
don't do it this June are we going to be out of the | oop

timng-w se here, in terns of hel pful ness to our
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Congr essi onal customers?

DR. WLENSKY: | think that's a legitimte
guestion but | think the answer is not because of this.
Were we can be helpful with the conmttees is to provide
themw th sonme technical assistance as they struggle with
these issues by trying to clarify some things are insurance
i ssues, sonme things are health pronotion or disease
prevention issues, to give themtechnical assistance on any
questions they raise about the adm nistration prescription
drug issues, about actuarial equival ence issues, about
what ever they ask us to do.

But this is something where it is what is going to
be gui di ng individual nenbers correctly or incorrectly as
they try to go forward. And | honestly don't believe our
attenpt to cone to a collective position is going to change
their posturing of where they're comng fromand where they
want to go to.

So | think there are things we are going to have
to be very careful of, try to be helpful as they struggle
t hrough the sunmer deli berations, spring and sunmer
deliberations. But this kind of phil osophical underpinning,
they'Il nore likely approach various of us as individuals,

your organization as a group, to try to help guide them
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about what is ultimately what they're trying to do. | think

that it's probably okay.

But in any case, | think we have no choice. Even
with the context, there were a ot of blanks to be filled in
that are very inportant blanks to be filled in, in terns of
nore di scussion to cone later that we sought. But that's
only the tip of the iceberg. The real question is that
these very difficult issues of is this an insurance progranf
Is this fundanentally frontally a health progranf? Wat
woul d it suggest in the redesign? |Is that really where
peopl e want to go?

| just don't see that we can get it done.

MR. SHEA: Thinking back to the point that Bil
rai sed yesterday about reformatting our work products here,
| wonder if this m ght not be a candidate for not a March or
June report, but sone other kind of --

DR. W LENSKY: Absolutely. If we can ever get
oursel ves together in agreenent | think could potentially be
a nice fall-wi nter stand-al one chapter. Watever happens or
doesn't happen in the next several nonths, | feel quite
confident that nore will be yet to cone. So if we can in
fact, as a commi ssion, cone to sone agreenent, and the fact

that we may have a slightly different m x of people isn't
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going to make it any easier. Sone acculturation as to
here's all the stuff we' ve been struggling with is going to
have to go on

But | think it would be very definitely a
potential stand-al one chapter in the fall or winter of 2000.
| just want to respond to relieve that.

M5. JENSON: Could | ask one question? As you
t hi nk about what the different goals of the Medicare program
may or may not be to different people, | was wondering if it
woul d be hel pful to list perhaps even a | onger set of
potential goals and to make it clear that different people
have different goals for the progran? | agree that it would
be difficult to reach consensus.

Actually, | did take pretty seriously the idea
that different people weight the goals differently and it's
going to affect the types of proposals they suggest.

DR. W LENSKY: M/ personal opinion is having a
aundry list of goals wouldn't clarify it. This issue was
started early on, is this fundanentally a programto protect
and inprove health? |Is this an access and insurance program
to provide economc security? And with the inplicit or
explicit assunption that in doing so we wll also be aiding

in the health and well-being of individuals -- | nean,
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there's a whole | ot you can wite about, howto struggle
with this, and where it |eads you different directions, and
bl ah, bl ah, bl ah.

And even | ooking at the | anguage in the beginning
isn't really going to clarify. You can see whatever these
guys put in print and then say oh yeah, but by the way, they
set up a Blue Cross Blue Shield programa |a 1965.

So the fact that you can have sone |ofty goa
pul |l ed out of either the Congressional Record or the
statutory | anguage is not going to end this issue. | nean,
this is sonething that maybe we coul d shed sone usefu
di scussion on and the kind of policy directions it takes
you, but it's just one of a nunber of issues.

| just wanted to get people not to be nervous that
this was an issue of we're going to put out the final
chapter after a fewrevisions on it.

DR. NEWHOUSE: Gail, | don't know if you' ve given
any thought to how we can best use the hour or so we're
going to spend here di scussing the chapter, because | have
sone substantive comments. But | also had a process
coment, which is what we thought our principal audi ence was
for this paper, and in particular what we thought the reader

we were trying to reach knew about the Medi care program and
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what they cared about.

Were we witing this for Congressional staff?

DR. W LENSKY: Congress and staff.

DR. NEWHOUSE: Congress and staff?

DR. WLENSKY: That's normally who we -- | mean
we like to nmake it generally nore readable, but | assumed it
was to the people we usually address ourselves to.

DR. NEWHOUSE: | understand why one woul d reach
that, but it also looked to ne like this mght be aimng at
a broader audi ence, which would affect howit was witten.
It mght be, for exanple, witten to -- one mght use it in
a course for people that would be future Congressional
staff.

In any event, what we assune the reader already
knows is inmportant, in trying to figure out howto wite
this chapter. | nean, of course what the questions are that
we're trying to shed Ilight on for them On one level that's
pretty clear. | don't know if we want to tal k about that,
or if we say well, it's Congressional staff. |Is this
commttee staff, personal staff, all staff?

DR. W LENSKY: Wen we wite we are not only
witing to those who devote a very |arge anount of their

tinme to health care issues. At the very |east, when we do
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our papers and we are addressing Congressional staff and
menbers of Congress, the fact of the matter is nost nenbers
of Congress, nost Congressional staff, do not focus on
health care in general and do not focus on Medicare in
particul ar.

So if you just, even at that level, say that this
has to be a docunent that is addressed to people who nay be
in decision making positions but who aren't experts in this
area about any of this.

DR. NEWHOUSE: That begins to get what |'mgetting
at. Qur standard reports assune a hell of a |ot of
knowl edge about the Medicare program | think, for this
pur pose, we don't want to assune all that.

DR. WAKEFI ELD: Gail, now I'mnot sure | want to
make ny coments. | was going to direct themto sone
substantive areas. They're a little bit nore mcrolevel.

But it seens to me what m ght be useful is a sense
of direction. Are we, as a group, going to have a
di scussi on around sone of these fundamental issues first,
and then go back with sone direction for the staff? |Is that
t he sequence now?

DR. WLENSKY: Let nme make a suggestion of one way

we mght want to proceed. |'ve given Murray ny copy, where
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| had a | ot of conments sonetines about reaching the things
late in the chapter, of saying this is a fundanmental issue,
this needs to start it.

To the extent we have nore big picture issues that
we want to talk about, | think we ought to just raise them
these are issues. W're not going to solve this here and
now, and it mght be helpful to give back responses. To
have this discussion, to let it go and | et everyone have a
say about where they are on this issue, to give back
comments to Jen and to try to have sone tinme in our July
retreat to talk about this, to see whether or not we -- and
we al so give people a little nmore time to think about the
i ssues that we are just bringing up now.

| " m thinking about Medicare insurance program
with all of the indications about why would want to have an
i nsurance programfor this. Mdicare as a disease
prevention and health pronotion and care of sick people when
they get sick program To think about the various issues
t hat have already been raised, and it may be in the context
of this paper. And cone back and tal k sonme nore, there may
be some other ideas that Jen wants to think about, and to
have this discussion in July.

Are we likely to be able to come to a way of
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t hi nki ng about this that m ght be helpful? | don't know
what the answer is. But | amquite convinced we're not
there yet, and it may be we just need to have sone of this
di scussi on now.

M5. JENSON. Gail, actually | appreciate
everybody's comments, and people had warned nme that | would
provoke the reaction by witing the paper as | did. And |
actually think it's hel pful to just get out there and say
sonet hing so that you have sonething specific to react to.

And to the extent that you can give ne a little
bit of structure, |I can have a new paper for you at the July
retreat that gives people sonmething specific to respond to.

DR. W LENSKY: You can go ahead and do that if you
want. | think you may be underestimating the difficulty of
this task. To the extent people have either witten
comments, they should give themto you and to Murray. W
ought to continue around this discussion and | et peopl e say
what they have to say. You can try to go back and think
about how to synthesize these issues, and you're welcone to
give it another crack and see whether you can get there.

| think this is harder than you think. But to
the extent that we can provide not the answers to these

questions, which you' ve wisely not tried to do, but to ask
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the questions in the right order and in the right hierarchy,

which | don't think you've actually done yet. That would be

very helpful. And to talk about the ram fications of what

t aki ng one path versus another woul d suggest, relative to

where we've been historically or where we seemto be going,

woul d al so be hel pful

But we may have sone absol utely fundanenta

di sagreenents that will nmean we're going to diverge in

different paths very early on. W can lay this out, | don't

know how hel pful that chapter wll be or not.

But | don't want to discourage you fromtaking

anot her crack, given what you hear today and what people

either have witten on their chapters or that they nmay want

to call and share with you

DR. WAKEFI ELD: Can | just finish then? 1'll go

ahead and give you the comments that | have, but frankly

they do relate to sonme of these bigger issues. And how this

gets cut is going to inpact even what ny comments are,

because fundanentally they relate to how one vi ews access,

equity, et cetera, et cetera.

So until we've had that bigger discussion, |'lI

gi ve you these comments. They nmay or may not be rel evant

dependi ng on what the final

views are of the group
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DR ROANE: | think this is a very interesting
di scussion. | agree with you that we're not ready for prine
time. | associate nyself with the remarks of ny coll eague,

Dr. Myers.

My advice to you, Jen, would be that you cone back
wi th a docunment which basically exam nes the question of
whet her Medicare is a health programversus a health
i nsurance program what the inplications are of going one
way versus the other. Maybe Alice is right, it's a health
i nsurance program That's going to have an inpact on our
schedul e, because the neetings will be shorter. W won't
have to discuss access. W won't have to discuss quality
assurance.

M5. ROSENBLATT: That's naking an assunption about
what insurance is about. | strongly object to that.

DR ROAE: Al right, | accept that, Alice. 1'm
just provoking you a little bit.

What do we nean by just a health insurance
progranf? Let nme just give you one exanple. If we're a
heal th i nsurance program which |I'm happy to describe it as
if you wish, and we're the guardians of the trust fund, and
we've got these patients for the rest of their lives, then

it'"s in our best interest to decrease utilization, right?
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So we're going to keep giving flu shots. W're not going to
stop giving flu shots, because that's cheaper than paying
for sonebody who's in a hospital with influenza pneunoni a.

Being a health insurance programis not
inconsistent with wanting to decrease health care service
utilization and therefore, i.e., having people be healthier.
So | think we just have to have a discussion about what
would it nmean if this is the way we look at it? What woul d
it nmean if that way? Wat are the pros and cons? Wat's
t he taxonony?

And if we can conme to sone consensus with respect
to that, then the rest gets easier. And | think it would be
very hel pful. The prescription drug benefit issue falls out
one way or another. A whole bunch of things fall out.

So with respect to that, | would forget the social
i nsurance piece. | would just do the health insurance
versus heal t hi ness, healthy aging piece.

The other thing is, just to give you sone positive
f eedback, one of the things that hasn't been nentioned which
| think is clear here, which | think is appropriate and
which | would be very supportive of, is your focus
t hroughout this, fromthe first word, is on the beneficiary,

rather than on the providers and/or the trust fund or
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whatever. Al those things are relevant, but your focus has
been on the beneficiary and | think that's the appropriate
f ocus.

You can get into all the other issues, but that
shoul d be the focus of the discussion.

MR. MacBAIN. First in defense of Jack, | think if
Vel | point had a | arger presence in New York, he would have a
much nore favorable view of insurance.

" mnot sure how fruitful it is to talk in terns
of an insurance access programversus health pronotion,
health inprovenment program | think there are different
ways of looking at things. | tend to think of themas two
different sets of axes or different franes of reference.

For me it would be hel pful to | ook at the various
approaches to refornms that have been put forward, at |east
described generically if not in terns of specific bills and
sort of plot where they are on each of these two sets of
axes. So we get a sense of how does it work as an insurance
and access progran? But then also how does it work in terns
of prevention and health pronotion, inproving beneficiary
heal th care?

| think they're really different things. The

program started out, as | recall the debates, with the
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inmplicit assunption if you can sinply get people into the
health care system the health care systemw || take care of
heal th pronotion, disease prevention, all that stuff. All
we want to do is keep the costs of health care from
i mpoverishing seniors and their famlies and make sure that
| ack of funds doesn't prevent access to the system

Now we' ve got a nore sophisticated view of the
health care systemand we're saying it's also inportant to
us what happens once you get in there.

But | think they're really different questions and
they're not in opposition to one another, but rather they're
both inportant sets of questions to ask about any of these
proposals. |If something seens to do a | ot of interesting
stuff, in ternms of health pronotion or disease prevention
but fails on the access neasures, then it's not going to
work. That's as nuch a concern as we're nore wont to
express the other way. Well, it's great if you' ve got
access, but is it access to sonething you d want to use?

So | woul d suggest trying to go through and sort
of benching up all of these different proposals on these two
different frames of reference, and treat themas different
frompieces of it.

Also, | would like to encourage that even at the
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draft level this be edited very carefully to nake sure that
we don't either have any inadvertent or apparent enphasis on
one particular proposal. | caught that as | was reading
through. | think it just had to do with the way things were
wor ded, that we want to be very careful not to have anything
sound |i ke an endorsenent on the part of the Comm ssion of
one particular approach. At least | don't think that's what
we want to do. M sense is we want to sinply say these are
a nunber of different avenues that have been proposed and
here's what happens, here's what we think happens from an
anal ytical standpoint, if you take any of these avenues.

And third, | really think we need to answer Joe's
guestion a little nore carefully, about who's the audi ence.
As | read through this draft it seened to ne to be pitched a
little too elenentary, to interest the policymaker,
Congressional audience. | do think it's helpful, if we have
a broader audience in mnd, nmaybe to have an introduction
that sort of lays the framework for here's what Medicare is
anyway.

But | think if it's pitched at too |ow a |evel,
we're going to |l ose the audience that really could find this
useful .

M5. NEWPORT: | agree with a |ot of what has been
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said already but maybe a little anplification on approach.
| was concerned about the audience. Wuo are we reaching to?
And | did agree with Bill that the tone was a little too
el enentary, given the type of things that we do now, the
type of rigor we bring to the discussion.

So as | was thinking about this is how do we frane
t he bal ance between what are the ways to | ook at it,
identify problens, identify process issues and process
i nprovenents. Sonmetinmes on the H Il sonething that really
is intended to be whol esal e reformcan be destructive to
al ready good processes. This is inadvertent consequences to
things, and | think that are unintended. Sonetines it's
i nadvertent.

| think that if we bring our institutional
expertise to the table and define this as nuch a guide to
the policy folks, we've done research on this in the past.
| don't want to devolve into sort of a literature search
but havi ng done sonething like this in the past, this was
the results, this is what our research has shown.

If we can inject sonme cautionary experience, that
woul d be hel pful to them | think as folks, new health
staff, people that haven't been around as |ong as sone of

us, | think we should try to create sone gui deposts,
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framework for | ooking at near term process inprovenent, what
really woul d be whol esale reform and then sone definitiona
ways to think about.

W have evolved into kind of a m xed framework
where there are insurers but there are health plans and
Medi car e+Choi ce and providers, that clearly ook at this as
delivery of health care.

So | think philosophically the building -- and |
was real confortable with the nodel that the prescription
drug chapter uses, which is kind of a historical nodel built
up to things to think about. And I think that w thout
creating a specific position, created the ground upon which
t he anal ysis shoul d be spread.

It's kind of a balance but al so then pointing
people to work that's been done previously, because | think
in the rush to get sonething done, we've all experienced
this one way or the other, we don't necessarily have a good
resource for saying oh, wait a mnute, they did that
al ready, or understood what was done.

Now having said all that, and just taking this
paper into five books basically, | think that if we could
try to conceptualize that a little bit, in ternms of pointing

to previous evolutionary results, then that m ght be
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hel pful. And then we can establish the right tone and have
a docunent that is useful and to a |l evel that maybe brings a

little nore sophistication to the table.

If we can raise the dialogue higher, I"'mall for
t hat .

DR. KEMPER: This is clearly thought-provoki ng and
| found it that. | guess ny first question is, what are we

trying to do? What are we trying to wite here? And |
guess ny reaction to what it came across as to ne was
somewhat overwhel m ng, and perhaps this is an occupati onal
hazard teaching health policy, but I thought this is the
begi nning of a health policy textbook, that's going to
enconpass everything. |It's very all-enconpassing.

| guess it seens to me we have a choice of two
quite different things. One is a statenent of stepping
back, how does the Comm ssion view the Medicare program its
goal s, and how to go about it, health versus insurance, and
a whol e other set of things, which starts with the
beneficiary and so on.

A second, and | think different kind of docunent,
woul d be one that tal ks about Medicare reform and Medicare
reform proposals. And to ne that would start at a sonewhat

different point, as what's the origin of those, what's the
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phi | osophy of those. It would be nuch nore cost focused,
private versus public sector focused, at least in the
current di al ogue because those cone froma different
direction. So | think they're sort of a first cut of what
are we trying to do here.

| guess that's sonething that | think nerits
di scussion at the retreat.

My second comment, and | think this is also a
retreat topic, is how do we think we can best weigh in to be
hel pful on the Medicare reformdebate? Is it at one extrene
t al ki ng about val ues and principles of reformand what the
goals are? O is it, at the other extrenme -- and | al so
t hought about the Medicare drug benefit chapter, where you
get down to take a particular aspect of reformthat's
particularly inportant and get down to sone very specific
i ssues that would have to be addressed.

And there are two very different ways of trying to
weigh in. Wether we want to try to weigh in and how seens
to me a big issue.

So those are ny reactions, but | did find it
t hought provoki ng.

DR. LEVERS: | generally agree with what has been

said. | think there's one area and it goes back to
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i nsurance, non-insurance, it goes back to Joe, who are we
addressing. But when | |ook at the word reform and then
began to think about the problens, the basic reform which
t hi nk has been slighted, even though you have a section on
it, is the financing of the program You tal k about the
financing and yet you tal k about that as an issue driving
reform

It is driving reformbut the solution of it is a
maj or -- no matter where you are in a program whatever you
define it, you ve sonehow got to address that. And | think
you've left out a lot of the major issues that are driving
why we've got a financial program

W can change all the benefits we want, but until
we address that issue, and that's what has failed to be
addressed in virtually all the groups that have taken a | ook
at it. They've nentioned it, but nobody has tried to
address it. | don't know whether we can or you can.

But at this point, | think that needs beefing up
tremendously in this point.

M5. RAPHAEL: | tend to agree with what Peter said
earlier. | think we need to have greater clarity as to the
audi ence and the value that we can add to this whole

subject. | personally do not believe it's very fruitful to
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spend tinme on the goals, health insurance versus health
program M enpl oyees have a health i nsurance program but |
give themflu shots. | want themto be healthy and | wll
do certain things that will keep them heal thy and working
and producti ve.

So it's not an either/or kind of situation. To
me, it's just soneplace al ong the spectrum

| do believe that a ot of the issues have to do
with the fact that it's now 35 years or so since the
i nception of the programand the world has changed. | nean,
| think that not only have we a changed denographic
situation, we have a changed health care system The things
that are high cost now and avail abl e were not high cost and
avai l abl e then. People's expectations are different.

The experience we've had in government with
entitlement prograns is very different. Qur notion of
i ndi vi dual responsibility and private and public sector
roles is different. And I think that really frames what
we're trying to deal with in reform

| think that | personally think we need to kind of
rethink how we are framng this chapter, and not start from
what are the original goals and are we achi eving those

goals, but really | ook at what has happened in this
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intervening tinme, which I think is propelling a | ot of
what' s happening with the reform novenent.

DR. W LENSKY: M suggestion is you go back and
| ook at the transcript of what Carol just |aid out would be
a good series of issues. | think those are the issues that
ought to drive this chapter, exactly as they were phrased.
|"m sure she couldn't do it again exactly as she did. W
ought to go back and nake use of the fact that there is a
transcript, because | think it did lay out a way to think
about the issues in sonme kind of a hierarchy and not to
focus on whatever was in their mnds 35 years ago, but to
get at these issues nonethel ess.

DR. NEWHOUSE: | may be nissing sonmething here, so
Whody can cone back, but | wouldn't have started this with
whet her the issue is health versus health insurance. To ne
they only cone into conflict really on the issues of
coverage of preventive services, and kind of where in the
gover nnent budgeting schene of things health pronotion
efforts go, whether they're in the public health service or
t he Medi care program

Those are not, | think, the biggest issues we
have. They're issues. And they certainly ought to be here

and di scussed, but | wouldn't have started with them



10

11

12

13

14

15

16

17

18

19

20

21

22

23

99

| woul d have suggested that there's -- I'Il cone
to financing nmonentarily, but there are at |east a couple of
very large issues. O | would have put |arger than what we
do with preventive services in covering. One is since |
think we want to take it as settled that we're not going to
have a single governnent insurance program we're going to
have sone kind of conpetition anong a traditional program
and heal th plans or whatever, but there will be nultiple
choi ces, how that conpetition is nmanaged.

VWhat does managenent nean in managed conpetition?
Who gets to play? What kind of standardization, if any, is
i nposed on benefits? There's a whole range of issues around
managi ng conpetition, a very large set of issues | think.

The second | arge set of issues, | think, goes to
in a wrld where not everybody gets everything possible, who
gets what? This bears on patient protection |egislation.
It conmes up obliquely in what you have, and you say does the
program pay for the nost beneficial nedical care. Wat we
have now i s the program pays for honme health services or
physi cian visits or what have you, or nedically necessary
visits. It doesn't say for this person it's really
beneficial, for that person it isn't.

Implicitly in the managed care plan, the nanaged
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care plan is supposed to try to nake sonme distinctions like
that. The traditional plan doesn't, but yet there's a |large
issue in terms of trying to think about the overall design
of the program and who gets what in this program

On financing, Ted, it's certainly a big issue but
there's basically three alternatives. There's general
revenues, there's payroll taxes, and there's beneficiary
paynents. And that's the ultimate, | woul d say,
Congressional call on what m x of those you use. So |
certainly don't mnd laying out the option, but | don't
think we want to tell the Congress how to finance it. W
want to |ay out options.

But the financing option, relative to things like
how do you nake conpetition work for you or work well, or
how woul d you know if it's working well, the alternatives in
financing seem reasonably straightforward to ne.

DR, LEVERS: | don't disagree, Joe, and | think
the only way to tell themhowto do it is to be part of
Congress, and that's not where we're headed. But the way
the structure is set up based on workers per beneficiary,
the agi ng beneficiary, the fact that we're putting this on
the back of a certain age group. It depends on who you're

directing this chapter to, as you've repeatedly pointed out.
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But this financing system the way we're doing it
now on the workers is just not going to work anynore.

DR NEWHOUSE: | agree.

MR. SHEA: | don't so nuch disagree with the
comments that have been nmade, as much as | want to say
there's a different perspective on this chapter. | agree
wi th Jack's point about there's a real strength, and
sonmething | really appreciated was how this was sort of a
beneficiary focused di scussion, as opposed to the
prescription drug chapter, for instance, | thought was a
terrific piece of work. | don't know how many volunes it's
going to run by the tinme it's finished, but it was
conprehensive. But it was very policy-ish.

And the value to that is in having it ook, in
sinple terns, at broad goals, conplex issues, is in the
poi nt about well, what are we going to do in the next round
of changes here? Wat is the sort of basic progran? And in
terms of the other audiences, particularly | think of
consuner organi zations, beneficiary, AARP, our own
constituents unions, thinking about this, to sort of nake
sense out of the specific debate. This is a val uable kind
of piece of work.

That's not a disagreenent with a |lot of the good
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poi nts that have been raised, but | just think there's val ue
here once you sort of | ook beyond the Congressional custoner
set, which | agree is our primary audi ence.

DR. W LENSKY: Let me respond just very briefly to
that. | was hearing it's too elenmentary. Wth all due
respect, ny concern, in terns of if we are addressing it to
menbers of Congress and their Congressional staff, is |
don't think that this is a question of being too elenentary
because people are very busy who know there's a Medicare
program know very basic information about a Medicare
pr ogr am

But if you get beyond the i medi ate commttees of
jurisdiction, and even with those who are on a conmttee of
jurisdiction but not on the health subconmttees, these are
not people who know the details that we slog in all the
tine.

So | actually agree that docunents that are
useful, it may not be that you can have it quite the
docunent you would have it if you were strictly going to the
out si de of Washington lay public. But the notion of having
this not be for the few nenbers of Congress who are totally
imrersed in the details of Medicare or the very few staffers

who know all the details, | nmean they are people who we can



10

11

12

13

14

15

16

17

18

19

20

21

22

23

103

try to help think through these issues individually.

But if this is going to be useful, | think it wll
be for a nore general audience. And | didn't regard this as
being a problemof too elenmentary. | had other problens
with it, but I didn't regard that that was a problem
personally in ternms of what | found.

So what | was hearing was uh-oh, | think people
were picking up, and at |east taking a different
interpretation than | would have, in ternms of the pitch and
t he tone.

DR. LOOP: The only thing I would add to this
di scussion, it picks up a little bit on Wody's earlier
point. That is that, apart fromgenetics, the single
greatest determi nant of health care status is education.

"' mnot inpressed that we educate Medi care beneficiaries as
well as we could about their prevention and about
mai nt enance of their health.

| think that's sonething that several agencies
could work on and that we should enphasize in the report.

DR. KEMPER  Fol |l owi ng up on what Joe said, sone
of the issues are very real issues in the current Medicare
program |ike how to manage the conpetition. And we may

want to, in thinking where the contribution could be
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greatest -- and incidentally perhaps |east controversial --
m ght be weighing in on things that are relevant, both to
the current programor nodifications to the current program
as well as nore fundamental reformissues.

DR. WLENSKY: | don't have a problemw th saying
that that's an issue we can raise. Judy Lave, in sone of
her exchange, had tal ked about big R little r reform
That's clearly in the little r reform

You don't have to agree, but | think that's a
different |evel of tal king about issues than the other
di scussions that we've been having today, at |east up until
now. And it's not a question of not to include them |It's
a question of an initial discussion on sone of the big
reformissues, in terms of what are the goals of the
program et cetera.

| "' m not suggesting on this going back to health
care program health insurance, that you make that into the
sol e focus of the paper. You do tend to |ook at sone
different issues, and it's one thing to say, as Floyd just
did which I would very nuch agree with, that we don't tend
to devote a lot of attention to providi ng good education for
seniors as consuners of health care; that it is sonething

that a nunber of departnents in the federal governnent m ght
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want to take on as a serious issue in thinking about what
woul d go on

That's a sort of different strain fromtrying to
| ook at this as a way to protect people fromthe vagaries of
major illness in their older age and what that can do to
t hem econom cally and financially, and the kind of program
to protect that, and to talk a little bit about the tensions
t hat exi st between these prograns, about are you really
trying to pay for the routine, expected expenditures? Are
you only trying to do that for people for whomthey may not
really be able to do that?

It raises, at |east obliquely, the issue of social
insurance. This is sonething where it strikes ne that there
are reasons to raise this, particularly when you tal k about
a programthat is trying to be a health care program as
opposed to a health insurance program is which kinds of
services do you necessarily need to provide? Do you need to
provide themfree, |ow cost, to whom to all elderly, to
sone elderly? 1Is it worked in conjunction with an education
pr ogr anf

As those of us around the table reach 65, and for
sonme of us not so far away, do we really need to have that

provided free in order to have us use it? |It's not clear to
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me that that's the case.

It raises the kinds of questions of, depending on
how you're | ooking at this, what are you really trying to
do? And then where does that suggest in terns as it would
go forward in sone of these reformissues, and in terns of
the financing that Ted raised, what | saw | ooking at your
di scussi on was the presunption of we're staying nore or |ess
in the present structure, trust fund wage financed with sone
suppl enental general revenue, and tal king about having this
i ssue be driven because the trust fund is going to run out
of noney.

Vell, as it now | ooks, the econony doesn't go
south, that's going to be when the cows conme hone, nore or
less. This is nowtalking way out. So it's not really a
trust fund issue.

And the real question is this kind of peculiar
financing arrangenent that we tripped on in 1965 of wage
tax, which nost econom sts believe is one of the worst of
all taxes that you could have cone up with, and a pi ece of
general fund financing, and a Part A and a Part B. | nean,
all of this just begs for reconsideration, not only about
how el se to do it but then who should do it.

So | think that that issue is a legitimte one,
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al though ultimately, as Joe pointed out, there are very few
choi ces. But how you get fromwhere we are to a different
structure is not so easy, and who you think ought to be
paying it.

So it's possible we can get through this, but this
is, as | said, not at all an easy chapter. And | suspect it
will take many or several iterations. Many of our difficult
chapters take two or three iterations. | think this is
definitely going to be in that ball gane, rather than not.

And at sone point we'll have to deci de whet her we
t hi nk what we're producing will be hel pful to people as they
think they're going through Medicare reform And | think
this is basically something to hel p people as they think
about Medicare reform That's why we're doing it, to try to
hel p them understand the issues they have to deal with, the
potential conflicts, the way they nmay go down one road
versus another, the kind of inplications that that suggests.

And if we can do that and feel at the end of the
day that we've hel ped people think through this clearer,
then we'll have a nice contribution. |[If it turns out that
it's such a large nmurky issue and that we ourselves, of 17
comm ssi oners, have so many di sagreenents about the

inplications or what we think is being suggested, then we
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may have to decide this is not worth the issue and any of us
who are inclined can wite our own version of how we ought
totry to frane reform

| suspect there may have been sonme people, when
Joe made his comrent, it's clear we're going to have
conbi ned private sector prograns and a traditional program
It's a question of how we nmanage conpetition. | suspect
it's possible that in this roomand around this table there
are people who m ght have said excuse nme, | don't think
that's a given

So in all of these places --

DR. NEWHOUSE: Multiple prograns.

DR. WLENSKY: It may be that we're going to end
up either we have only a single programor we have nultiple
prograns. But we can't have a traditional program separate
froma set of multiple privates? 1 don't know what the

answer is. Right nowit's looking like we're having a big

struggl e.

But those are the kinds of things where we may or
may not be able to say sonething that's useful. | think if
we try it one or two nore rounds, either we'll be close to

havi ng a docunent that we think adds sonmething and is worth

circulating, or we will decide this is using too nuch of our
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time, given all the other issues, and that we can each do it
individually if we're so inclined.

| don't want to tell you to stop. | think this is
going to be a hard thing to pull off.

M5. JENSON. Could I ask you a question?

Recogni zing that the hill is pretty steep and that the

I'i kel i hood of getting consensus, the probability is not one.
| feel like I'"'mgetting a little bit of mxed feedback in
terns of if you were to try to reach consensus as a

comm ssion and have sone sort of reform chapter, whether you
woul d want that chapter to be about goals and what we're
trying to acconplish or how we mght try to acconplish it?

DR. WLENSKY: No, it has to be nore than just
goal s.

M5. JENSON: So it would be a conbination of
sonet hi ng about what we're trying to acconplish and --

DR ROAE: | certainly amhearing that. There is
areally inportant part of this discussion, which | think is
very valuable -- triggered by this, which is our consensus
view of what the Medicare programis as MedPAC
comni ssi oner s.

If this were Cardinal Newran this would be

apol ogi a probata sua, what are we about, why are we here?
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mean, | think that's useful. But just to do that and stop
woul d be, I think, less than half a loaf. But it provides a
context for the reform di scussion.

M5. JENSON: | guess if | were to follow up on
Joe's conmment, and to tal k about how a conpetitive system
m ght work, when you do sonmething like that you' re nmaking an
assunption right off the bat about what you're trying to
acconpli sh

DR. W LENSKY: Go back and | ook at Carol's
coments. | really think she rattled off a whole series of
issues that, if you follow, wll lay out -- | mean, not only
t he question of goals but sone of the questions that we have
to ask. And a lot of themare raised in your paper. |It's
not that you didn't raise them it's the ordering and the
context in which you raised themthat troubled ne.

| guess what | think you ought to do on this is
| ook at the individual conmments you get, |ook at the
transcript of this discussion. | would suggest let's try
one nore round, either as a full paper or as a detailed
outline or outline wth sone discussion under it, but not
necessarily a full-bl own paper.

We can have sone discussion as to whether we're

getting closer in July, and if it seens like we are really
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still floundering, make a deci sion about whether or not it's
worth it to invest the kind of tinme it mght take to get to
a chapter. Not of agreenent, because we're just naking sure
we ask the right questions and tal k about the right
inplications. W are in no way trying to answer these
guesti ons.

But | think it's clear that you're a long way from
having laid out the right structure and the right format
yet, and you'll just need to go back and | ook at a coments
and | ook at what we're saying and see if you can get there
from here

DR. BRAUN. It occurs to me when we're talking
about Medicare reformthat we have not only the seniors to
t hi nk about but al so the disabled, and what inplications
t hat has as we're working through the questions.

DR. W LENSKY: And also the future seniors. One
of the things is, this is not just a programthat is
directed toward people who are now disabled or 65. It is
primarily a program-- with this whol e i ssue about what this
is suggesting for the other people intimately involved in
this program because they're paying and expecting it to be
there as that near that, | think that is a lot of --

obviously as you've indicated, what is driving it. Not just
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the financing but the fact that who's in there now and then
this sweep of people who are going to be comng into it.

MR. MacBAIN. That raises an interesting issue.
When you | ook at the history of Medicare starting out as
just a programfor the elderly and then addi ng di sabl ed,
addi ng ESRD patients, now tal king about adding a buy-in for
people 55 to 65, the scalability of any particular reform
approach may al so be a worthwhil e factor

DR. WLENSKY: I'mnot really sure, as |'ve said,
whether in the end we'll have a chapter or not. But | think
that by July we may be able to tell whether it's worth
addi tional effort.

DR. WAKEFI ELD: Just three quick points. First of
all, I know we'll be discussing this nore, | want to just
weigh in on the issues of access. A lot of this depends on
how we cone at this, but at |east fromny perspective right
now access is still a big piece of the picture that needs to
be di scussed.

Wien | | ooked at that first goal of inproving
health I'll tell you that in the back of ny mnd | was al so
| ooking at that froma maintain and i nprove health
perspective. So | was wondering, does inprovenent enconpass

mai nt enance of health or not? So just as a second issue.
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Third, some of the issues that swirl around it are
reflected in the chapter but it's not hit on maybe as
directly as it could be as a concern and that is, we kind of
gi ve an overview of some of the significant variation in the
anount that Medicare spends per beneficiary but we don't
really cone at it froman equity perspective. | think it's
maybe worth considering, at |east again fromthe
beneficiary's perspective, what does it mean with regard to
equity when Medicare has the availability for sone
beneficiaries of pretty substantial coverage for
prescription drugs and for others virtually none? O
coverage that has a pretty hefty price tag associated with
it?

So those fundanental issues around equity. Not to
come up with necessarily solutions, but to identify it as an
i ssue.

Third and last 1'd say, fromthe perspective of an
i nsurance program and its adequacy, maybe to hit a little
bit harder the extent to which Medicare does or doesn't pay
very well for catastrophic costs, as a focus. So that would
be my third in terns of coverage, insurance coverage, to
speak a little bit nore strongly to that.

Again, we'll be tal king about all of these issues,
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but those were three that resonated for ne when | went
t hrough the chapter.

DR. W LENSKY: Jen, why don't you take anot her
round at this and we'll see, we'll assess. | think this is
a useful discussion for us to have. |It's only a question at
sonme point will we decide that it is taking too much tine
away from other issues we need to deal with, or does it |ook
i ke we're maki ng progress?

Before we break I'd like to have a chance to
review the quality recomendations, and then if we want we
can try to do an abbreviated Iunch break and cone back and
do the prescription drug chapter.

M5. DOCTEUR:  You shoul d have received a packet
with the revised recommendations this norning on your
chairs. The first recomendati on was revised to just add
t he phrase, evidence based to specify that those are the
types of quality neasures that we're tal ki ng about.

DR. ROAE: You nmean m ni munf? Not m ni mal .

DR. NEWHOUSE: Wiat's the difference?

DR. ROAE: There's a big difference. This is not
the OED here, but it's the mninmum data set.

DR. W LENSKY: Right.

M5. FINGOLD: The next recommendati on was revised
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to add a reference to not just the structural
characteristics of the facilities but the processes used.
So that was rephrased.

DR. W LENSKY: Could you break that into two
sentences? These are two very long and conpli cated.

M5. FINGOLD: We could take out that |ast phrase,
that to strengthen the evidence basis of Medicare conditions
of participation and just describe that nore in the -- it's
al ready --

DR. WLENSKY: That's fine.

DR. NEWHOUSE: Maybe if you started the sentence
with, that to strengthen phrase.

MS. FINGOLD: COkay, we can nove that to the front.

DR. BRAUN. | think there should be a by, b-y,
bef ore processes because otherwise it gets hitched into the
health care facilities where it doesn't belong. |It's by
structural characteristics and by processes.

DR LOOP: To nake it a little shorter just say,
affected by the structure and process in delivering care.
You' ve got too many words.

DR. ROAE: Wiy don't you say, to strengthen the
evi dence base of Medicare's participation, the Secretary

shoul d support research -- forget additional, because we're



10

11

12

13

14

15

16

17

18

19

20

21

22

23

116

not supporting all research. Support research on the
rel ati on between, and then you just put the vari ables.

DR. NEWHOUSE: You do need additional because
research already exists.

DR. RONE: But we want the relation between,
right?

DR. NEWHOUSE: But you're already supporting that.

DR. RONE: The structure of health care facilities
and the processes used in delivering care. That's the
i ssue.

DR. BRAUN: You want the rel ation between the
heal th care out cones.

DR. RONE: Yes, the relation between outcones and,
et cetera.

DR. WLENSKY: |If you have that, can you read it
back so we know what the various wordsmths have --

M5. FINGOLD: Let ne try this. To strengthen the
evi dence basis of Medicare's conditions of participation,
the Secretary should support research on the relation
bet ween health care outcones -- | don't have it.

DR. RONE: You can just say outcones.

MS. FINGOLD: And structure and process.

DR LOOP: Structure, process, and outcomes.
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DR. NEWHOUSE: | still want additional in there.
DR. WAKEFI ELD: | agree. | do, too.
DR. NEWHOUSE: | think instead of by and by, maybe

if we had both by, or put a both in there; affected by both
structural characteristics and processes.

DR ROWNE: Yes, on the relation between outcones
and both the structural characteristics and processes of
care. Then you can take out --

DR. NEWHOUSE: Then can you get rid of health
care.

DR. RONE: ~-- of health care facilities. You can
take out used in delivering.

DR. NEWHOUSE: That sounds good.

M5. FINGOLD: To strengthen the evidence basis of
Medi care's conditions of participation, the Secretary should
support additional research on the relation --

DR. BRAUN. Support research.

DR. WAKEFI ELD: | think additional needs to be
t here because they al ready --

M5. FINGOLD: | heard both. Sonebody said put it
back.

DR. RONE: Go ahead. You're doing great. Put

addi ti onal in.
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MS. FI NGOLD: Leave it in?

DR W LENSKY: Yes.

M5. FINGOLD: Okay, to strengthen the evidence
basis of Medicare's conditions of participation, the
Secretary shoul d support additional research on the rel ation
bet ween health care outcones and both the structural
characteristics and processes of care.

DR RONE: That's right. Wy don't we say instead
of additional, say new research? |Is that what you want,
smal | er words?

DR. NEWHOUSE: The problemw th new is that
projects turn over.

[ Si mul t aneous di scussi on. ]

MS. FINGOLD: The fourth one, we added the ongoi ng
basis to the second sentence in terns of the nonitoring
shoul d be ongoing to reflect...

MR. MacBAIN. | thought in this one we were al so
going to include a provision that no facility would be
surveyed |l ess frequently than once every five years.

M5. FINGOLD: No, that's in the text. That was
not in the recoomendation. W did have that in the text.

The next one, nunber six we revised to request

t hat Congress take steps to assure that the federal
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appropriation process not inpede the states' ability to
fully utilize the funds avail abl e.

DR. ROSS: Can we put use instead of fully
utilize?

M5. FINGOLD: The point was that they can't al ways
use the full anpunt that's there. They can use sone of
t hem

M5. RAY: The tenth recommendation is new and
addr esses your discussion yesterday about a recomrendati on
that the Secretary should take additional steps to nmake nore
i nformati on about the outcones of the survey and
certification process available to beneficiaries.

DR. RONE: The results of the survey. The survey
doesn't have outcones. It has results. It's not an
i npl ementation of a survey.

MS. RAY: W'Ill change outcones to results.

DR. BRAUN. Do we need to take additional steps;
the Secretary should make nore informtion?

MS. FINGOLD: There already is available
i nformation.

MS. RAY: Yes, on skilled nursing facilities
particularly. Yes, there is sone information avail able

ri ght now and HCFA - -
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[ Si mul t aneous di scussi on. ]

MS. FINGOLD: Shoul d nake nore information about
the results of the survey and certification process
avai l abl e to beneficiaries. kay.

DR. W LENSKY: Wy don't we return by 12:45 to
take on the prescription drug chapter?

DR. WAKEFI ELD: Could | just ask a question? [|I'm
sorry. On draft recommendation six, is it really the case
that we want to assure that the federal appropriations
process does not inpede states' ability to use federal funds
appropriated? |Is that really what we're -- to use federa
funds appropriated? Am|l the only one that has a probl enf?
If I am 1"l back right off. But to use federal funds
appropriated? | don't think that's -- | think that the

wording is a little bit off here.

It's not an ordering issue. | don't think that's
the point of our -- that we were discussing yesterday, but |
don't have a better -- I'd like to look at this | guess.
Could | look at this and conme back to it?

DR. W LENSKY: Yes, we can cone back to it at --
DR. WAKEFI ELD: If I'mthe only one with a problem
then I'Il back off, but there's sonmething wong with this.

MR. MacBAIN. You're right.
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DR WAKEFI ELD: Lu will fix it.

DR. WLENSKY: We'll have public comment and then
we want to return --

M5. FI SHER: Karen Fisher fromthe Association of
American Medical Colleges. This is alnost nore for the
record. First, we're happy about the Conm ssion's concern
about the outpatient on teaching hospitals. Certainly we're
grateful for the transition paynments but we're concerned
about the negative reductions.

But alittle bit in fairness to the HCFA staff to
clarify about the | ME regressions and what was done for the
proposed rule, they did do | ME and DSH regressions in the
proposed rule and found for sonme of the nodels there was
statistical significance on the teaching variable, none for
the DSH variable. W, of course, then replicated their
anal yses fromthe proposed rule and found sone ot her
statistical significant variables.

Their rationale for not including an | ME
adj ustnent in the proposed rule was a concern about the data
and other concerns. 1In the final rule they did address this
issue but it was just hidden under the transitional paynent
di scussion, and it was a fairly scant discussion.

They did rerun the regressions in the final rule
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and agai n found one nodel which showed a statistica
significance on the teaching hospital side and again found
no statistical significance on the DSH side. But again

deci ded because of the transitional corridors and because

t hey have a concern about the coding issues not to put in an
adjustnment. But they also did say they woul d conduct a
conprehensive review as better data cane in, et cetera.

We're glad that MedPAC is going to | ook at this.
We think this again is one of those issues alnost like with
the inpatient I ME adjustnment that if we can get together a
group of technical people, both within HCFA and MedPAC, to
agree on the type of nodel that would be appropriate to use
to determ ne what these cost differences are it would be
useful .

| just wanted to clarify that. Thank you.

DR. NEWHOUSE: Karen, did they give a tinetable
for what they were going to do?

M5. FISHER | think they're going to do it as
soon as when they believe the data conme in -- after July
1st.

DR. NEWHOUSE: Is that like the next 12 nonths or
is that way off?

M5. FISHER We're hoping it's before the
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transition period ends, that's for sure. W think when the
transition period ends that they should have a deci sion on
t hat .

M5. WLLIAMS: Deborah WIIlianms, American Hospita
Association. | wanted to talk very briefly about the
operational issues in the outpatient PPS and then we can
have nmuch | onger, nore tedious discussions with staff, which
|"msure they'Il enjoy. Well, maybe not.

| think the first, as you know, the major change
is the coinsurance, and as you know the outpatient
coi nsurance is especially conplicated because it varies by
APC, it varies by the wage index, it varies whether you have
mul ti ple surgeries on the sanme day, it varies on whether
there's a deductible paid or not, and it varies whether or
not there's a transitional add-on paynment for drug or not,
and it varies according to the inpatient prem um

Havi ng said that, the way the process works is the
bill goes fromthe hospital to the internediary, and then
for about 80 percent I would -- and |I'mjust guesstimating -
- of all coinsurance then is sent directly to the trading
partners who are the Medigap plans, the major enployers, and
the state Medicaid plans. Wat conversati ons HCFA has had

with those entities to make sure that they understand the
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process, | can't speak to at all. But | think that's
i mportant.

Now t he beneficiary, of course, gets three pieces
of information. They get their bill, a financial statenent
fromthe hospital, they get the Medicare sunmary notice from
the internmediary. | assunme they get sonething fromthese
other entities. As far as for the remaining 14 percent or
so that don't have Medigap insurance, the hospital wll
col l ect coinsurance fromthem

VWhat we need in order to do that is two pieces of
software: an outpatient code editor which assigns APCs, does
all the CCl edits and stuff, and a pricer. W don't have
t oday, despite the fact -- and to a certain extent it's
irrelevant to the proposed in Septenber '98, we don't have
the software right now W just don't have it. W think
we'll have the outpatient code editor available in a couple
weeks. | don't know about the pricer. | have no idea.

Now for the general |evel of confusion, the
constructive opinion fromthe hospital field that we gave to
HCFA that's on the web site is that internediaries pull all
clains if the internediaries aren't ready. HCFA has said to
us, or at least has indicated they find that to be a

constructive suggestion. So all | can tell you is, we are
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wor ki ng day and night to make sure that the systemis
inmplenented in time, and if not there are contingencies set
up for it. Thanks.

M5. REED: Kathy Reed for the Florida Hospital
Associ ation. Backing up with what Deb said on the
coi nsurance, | want to touch coinsurance and al so the
under codi ng, right-codi ng, downcodi ng, whatever the word of
t he day is.

But first of all on the coinsurance issue, the one
thing that for that small percentage of the Medicare
beneficiaries where the hospital is actually doing the
direct collection fromthe patient -- and | think Deb
nmentioned that it mght be sonewhere between about 14 and 20
percent -- you have two issues. First of all, that nunber
narrows because you do have a volunme of beneficiaries within
that 20 percent that will not be paying coi nsurance because
they'Il qualify for a charity adjustnment fromthe hospital.

We then have a nmuch narrower range of people where
we are actually doing the billing, and although we are
attenpting to collect at the time of service based upon the
information that we've been provided by the Medicare
program there is a Medicare sunmary notice confirmation of

t he coi nsurance amount that is sent to the Medicare
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beneficiary saying, this is what you should pay. And that

there is some responsibility on the part of the Mdicare
beneficiary to have sone coordination in there that they are
payi ng the right anount.

Secondly on the issue of the coding, need to be
aware that the guidelines for coding hospital clainms are
going to be changing dramatically July 1. There is
information in terns of the way we have been coding
historically, whether it be for clinic visits, enmergency
roomclains, surgeries, things |like that. Al of those are
going to change. Historically we have for clinic and
energency roomvisits had a series of five codes that we
could use for each. W've only been required to use the
| onest possi bl e code.

So if you then go in and do a coding analysis to
see what kind of coding changes have happened, there is
going to be significant change in the coding | evels that
have occurred. W urge you that before you start |ooking at
codi ng that you at |east have this programin operation for
a year and you conpare future years to the base year or
sonething |like that, but that you not go back to what
happened before July 1, 2000 because the rules do change

dramatically.
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Thank you.

DR. NEWHOUSE: Let me remark on that |ast point.
The issue is going to be what HCFA normed their paynent
structure to in this initial year in ternms of underpaynent,
over paynment, or right paynent, and | don't know the answer
to that question. But as in the initial year of PPS, there
was a | arge over paynent.

M5. REED: | think what you'll find is that they
threw all those clains out of their base. Like for
i nstance, when you have a patient who had two surgical
procedures, they threw those out of their analysis in terns
of comng up with rates.

DR. NEWHOUSE: Yes. | was going to the point that
we shoul d ignore what went on with respect to coding in the
first year of the system | don't think we can responsibly
do that.

DR. WLENSKY: It is now 12:15. Can we try to
reconvene by no |ater than 1:007?

[ Wher eupon, at 12:16 p.m, the neeting was

recessed, to reconvene at 1:00 p.m, this sane day.]
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AFTERNOON SESSI ON [1:05 p.m]

DR. W LENSKY: For those who may not have been
here yesterday when the announcenent was made, the
prescription drug discussion will be the |ast discussion of
today. We will not be doing a discussion of the skilled
nursing facility reg because it was just received a short
while ago. Information about the reg and comrents about it,
draft comrents will be distributed to the comm ssioners for
your review and then will be submtted. But we will not be
havi ng a di scussi on today.

DR. HARRISON: This is the last in a series of
three di scussion on the prescription drug chapter and today
we're going to focus on the third section of the chapter.
You have the draft. W're basically going to show you j ust
the things you haven't seen before including sonme new data

that Chantal will show you | ater
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This section discusses several different general
approaches that have been suggested to inprove prescription
drug coverage for Medicare beneficiaries. Last nonth we
di scussed the issues surrounding the inclusion of an
out patient prescription drug benefit within the Medicare
benefit and today we'll discuss the other approaches. These
approaches have been suggested both as permanent sol utions
and as interimsteps toward inclusion of prescription drugs
as a basic Medicare benefit under a reforned Medicare
system The approaches listed here are not neant to be
ei ther exclusive or exhaustive and they sinply serve as
exanpl es upon which to discuss sone of the issues.

About 11 percent of Medicare beneficiaries are
al so Medicaid recipients. These dual eligibles receive
their state's full Medicaid prescription drug benefit. Sone
peopl e have thought to use the Medicaid programas a vehicle
to expand coverage for Medicare eligibles, and there are a
few ot her groups of Medicare beneficiaries that receive
benefits through state Medicaid progranms. They include the
QOwBs, the SLIMBs, Q1's and Q 2's.

The benefits they receive range fromthe Part B
prem um plus all the copays for the QwBs, and QVBs have

i ncomes no higher than the poverty level. And there's
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smal | er benefits for the Q2's, who get about $1.75 a nonth
to cover the portion of the premumthat was attributable to
the hone health shift and they have inconmes as high as 175
percent of poverty.

| f Medicaid were to be used as a vehicle to
broaden the prescription drug coverage of Medicare
beneficiaries, the fact that these groups have been set up
for other purposes nmake a qui ck inplenmentation possible.

Pol i cymakers could just pick a poverty level from 100, 120,
135 or 175 and extend the Medicaid prescription drug benefit
to these people under whatever |evel they chose.

Wil e a system could be up and runni ng qui ckly,
there's no guarantee that eligible beneficiaries would sign
up quickly. A large percentage of beneficiaries thought to
be eligible for the QB and SLI MB benefits have not signed
up. Sonething like a third of those thought to be eligible
for QvBs have not signed up and | think |I've seen that only
10 percent of those eligible for SLIMB benefits have signed
up. Now of course, adding prescription drugs as a benefit
m ght boost the enrollnent in these progranms. Coul d boost
the cost as well as the coverage.

Now t he states thensel ves may not react

enthusiastically to new coverage requirenments. The big
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guestion there would be, will the federal government pay for
all the new benefits or will the states be required to
match. |'msure that would influence things quite a bit.

Wil e using the Medicaid program structure all ows
policymakers to avoid addressing benefit design issues, it
woul d nost |ikely place a | arger segnent of the country's
popul ati on under Medicaid' s pricing structure, including the
controversial rebate program At |east controversial from
t he manufacturers' point of view The Medicaid rebate
programfor all intents and purposes results in Medicaid
prograns being assured that manufacturers will provide drugs
at the | owest price they charge any non-government a
purchaser in the country. This limts the discounts that
private purchasers can negotiate with manufacturers since
any di scount granted to a purchaser would have to be passed
along to the entire Medicaid popul ati on.

Anot her approach suggested woul d have the federal
government meke grants to the states to provide prescription
drug coverage to Medicare beneficiaries. A simlar approach
has been taken to help provide health insurance coverage to
children through the SCHI P program The current SCHI P
program provi des federal matching funds to states to provide

benefits that neet certain requirenents through either
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private insurers or through Medicaid. Also there are
eligibility standards based on inconme limts.

Because nobst states would have to establish new
prograns, this approach woul d probably take | onger to
i npl enent than woul d a Medi cai d-based program As a
reference, even though SCH P was established in BBA '97, 10
states have not spent any funds as of the beginning of the
year 2000.

Al though it wouldn't have to be, this approach
woul d probably be targeted to | ow i ncone beneficiaries. And
in fact sone states have gotten ahead; 16 states currently
have their own pharmacy assi stance progranms targeted to help
| ow i nconme beneficiaries. They tend to be in the northeast
and the benefits vary, and they're usually targeted to
fairly | ow incone groups.

Thi s approach could allow greater flexibility for
the states to adm nister their progranms now under Medi caid
and it would renove the necessity for federal decisions on
benefit design. However, federal policymakers would stil
have to develop the eligibility and benefits standards.

Thi s approach could allow states to use the
private insurance market to provide coverage as it happens

under SCHI P. Because this coverage woul d probably be
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heavi |y subsidi zed, insurers mght be |ess afraid of

sel ection problens, and we'll discuss the selection problens
when we get to Medigap. However, to the best of our

know edge, none of the states wi th pharmaceutical assistance
prograns yet contract with private insurers.

Naturally, if states design and adm nister the
progranms there will be variation in eligibility and
coverage. The resulting variation could |ead to both
i nnovative inprovenents and to protests about inequity
bet ween t he states.

Anot her general approach woul d invol ve using the
i ncome tax code to subsidize the purchase of private
prescription drug insurance. Subsidy could take the form of
a tax deduction or a tax credit. Because the only action
needed to begin the programwould be to change the tax
statute, this approach could also be inplenented pretty
qui ckly.

Wi | e subsidies could be targeted to | ow i nhcone
beneficiaries and/or beneficiaries with high costs, it m ght
be difficult to effectively provide subsidies to | ow i ncone
groups. Many |low i ncone beneficiaries do not file tax
returns, so even if a refundable tax credit were avail abl e,

substanti al outreach neasures woul d be needed to educate
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beneficiaries to file for the credit.

Further, |low income beneficiaries may not have the
necessary resources available at the tinme they actually need
to purchase the coverage in order to qualify for the credit.
Sonme have suggested that vouchers for insurance could be
i ssued as a prepaynent of the credit. Such a strategy would
add to the conplexity of the approach and the tinme needed to
i npl enent it however.

While tax credits would be adm nistered by the
federal government all of the insurance decisions, aside
from deci di ng what would qualify for the tax credit, would
be made by the private market. |f the policies needed to
trigger the credit were drug-only policy however, the
private market would still have selection issues to dea
Wit h.

The | ast approach that we're going to tal k about
right nowis to use the Medigap market as a vehicle for
enhanci ng drug coverage. As you m ght know, reliable
information on the Medigap market is very thin. Chantal has
recently gotten an NAI C database and she's going to tell you
what she found.

DR. WORZALA: This is a little bit of a digression

but hopefully it will help informthe discussion. The
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Nati onal Associ ation of Insurance Conmm ssioners, NAIC,
collects fromthe states the Medi care suppl ement experience
exhibit filings frominsurers. The ngajor purpose of the
filings is to determ ne whether or not insurers are neeting
their loss ratio requirenents. However, these data al so

i nclude informati on about covered |ives, earned preni uns,
and certain plan characteristics.

We have conducted an analysis of the filings
reported as of Decenber 31st, 1998. [I'll present sone
prelimnary findings regarding the distribution of covered
lives across the various types of Mdigap pl ans, including
those with drug coverage. W also plan to use this data to
get at prem unms across plan types but have deci ded agai nst
presenting the results due to nethodol ogi cal issues. W do
hope to pursue the prem um anal ysis further.

To begin with 1'd like to nake very short points
about the analysis. First, it's self-reported data fromthe
insurers. Second, the raw data set was about 10.7 mllion
lives. W've limted our analysis to plans with at | east 50
covered |lives because of anomalies in the data. About 2
percent of covered |lives were | ost when this criterion was
appl i ed.

Second, there is sonme m ssing data regardi ng which
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Medi gap plan type is being reported. W called sone

insurers to verify the plan type and inserted m ssing val ues
where we could. In our final data set, |less than 1 percent
were in plans still mssing their plan type.

G ven that quick summary of our nethods, let ne
show you what we found. The Medi gap market consists of
three | arge categories. Prestandardi zed policies were sold
before the OBRA '90 standardi zed requirenents were put into
effect. There are 10 standardi zed Medi gap plans that offer
various conbi nations of benefits, three of which include
drug coverage. They've been sold since 1992.

Three states obtained waivers fromthe OBRA ' 90
st andardi zati on requirenents because they had standards t hat
pre-dated the legislation. There is an issue in the NAIC
data set of individuals being |isted as having a waiver
state policy while not residing in a waiver state. Sone of
this may represent novenent of beneficiaries to waiver
states. We did our best to clean this variable by, for
exanpl e, checking to see if the policy was actually a
prest andardi zed policy and was m scoded. However, it does
remain a bit of an issue in the data set.

Qur anal ysis showed that prestandardi zed policies

still make up a | arge share of the market; approximtely 35
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percent. The share of prestandardi zed policies decreases
with every year as they can no |onger be issued. | should
not that these policies may be under-represented in the data
set because the plans that we threw out with | ess than 50
covered lives were nore likely to be prestandardi zed
policies. Also you mght think that those m ssing plan type
are nore like to be prestandardi zed and that insurers with
only prestandardi zed plans may be less likely to file.

The majority of people with Medigap pl ans have
standardi zed plans. That's about 60 percent of the covered
lives. And about 5 percent of the covered lives were listed
as part of the waiver states. This nay be overstated, as |
nment i oned.

A word of caution in | ooking at these nunbers. A
covered |life does not equal a Medicare beneficiary. You can
have nore than one prestandardi zed policy, and in fact
hol di ng duplicate policies was one of the reasons why they
went to the standardi zed policies. It is, however, against
the law to sell duplicative standardi zed Medi gap poli cies.

Now turning to drug coverage in the Mdigap
policies. For prestandardi zed policies the coverage of
drugs is really unclear. There's very little data on it.

However, one large insurer says that about one in five of
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their prestandardi zed pl ans has coverage for drugs. These
pl ans are generally thought to have |low | evel s of drug
coverage with, for exanple, $500 benefit limts.

In the wai ver states, both Wsconsin and M nnesot a
have optional drug riders that tend to be expensive and are
not widely offered by insurers, or purchased very often by
beneficiaries. Wsconsin also has catastrophic coverage in
its core plan. Massachusetts has a greater share of
beneficiaries purchasing their drug plan, perhaps because
the state requires open enroll nent on an annual basis for
Medi gap policies. Again, in all the waiver states prem uns
for the drug plans are substantially higher.

Wthin the standardi zed plans, three of the 10
have drug coverage. Two are |ow option and one is high
option. You can see fromthe second pie chart that few
beneficiaries choose to purchase the Medigap policies with
drug coverage; about 7 to 8 percent overall. There are a
nunber of explanations for this. These policies are
generally underwitten so often they can't be obtained by
beneficiari es.

Al so, not many insurers choose to offer them And
finally, they tend to have higher premuns. Qur prelimnary

anal ysis of the NAIC prem um data does suggest that they are
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nore expensive, but at this point intime we're really not
willing to get specific about that analysis.

However, you cannot attribute differences in
prem uns only to the cost of the drug benefit because the
plans do differ with regard to other benefits offered and
also there's likely to be adverse selection into the plans
Wi th drug coverage. So that assum ng that those who plan to
use drugs al so use nore nedi cal services, the selection
effect could increase prem uns above increases that would be
due only to drug use. So there may be increased nedi cal use
as well that would lead to increased prem uns.

This anal ysis was nmeant to provi de sone background
on the Medigap market. 1'Il turn the discussion back over
to Scott to further discuss the option of using Medigap as a
vehi cl e.

DR. HARRI SON: A policy using the Medigap narket
coul d be inplenented quickly but a few structural decisions
woul d really have to be nade first. The two bi ggest
structural decisions would be, should the policies currently
hel d by Medi care beneficiaries be grandfathered, allow ng
themto continue in force? And two, should a drug benefit
be incorporated into the core Medi gap package which is

included in all standard packages, or should it be included
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only in a few of the new plans? How those questions are
answer ed woul d determ ne which beneficiaries would benefit
from i ncl udi ng enhanced drug coverage under the Medi gap
pl ans.

| f policies were grandfathered, then all current
pol i cyhol ders would be at |east as well off in the short
termas they are now, plus they would have the option of
buying a new policy with the new drug coverage. Purchasers
of the new policies could face higher prices for a while if
the healthy were to stay in the old plans while those who
needed drug coverage joi ned the new pl ans.

Then how t he enhanced drug coverage is
i ncorporated across plans will inpact selection between
different new plans. At the extrene, if the enhanced
benefit is added only to sone standardi zed packages, those
packages are likely to fact unfavorable selection for the
reasons Chantal discussed.

Sone insurance experts have suggested that
sel ection could be reduced in a couple ways. |If
beneficiaries face a one tinme in or out choice to buy the
drug coverage then selection would be | ess of a problemthan
if beneficiaries could buy it only when they knew they woul d

need to use it. Another way to reduce selection problens
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across new plans would be to nake a drug benefit part of the
core package. |If the beneficiaries could not nmake separate
deci sions on the drug portion of the benefit then no adverse
selection could result fromthose deci sions.

On the other hand, if drugs had to be included in
all the packages, the price of the packages would have to
rise. That price rise could result in further increases
because of selection differences between those who choose a
pl an versus those who choose new pl ans.

Wth that, I'Il turn it back over to you for
di scussi on.

DR. LOOP: This was a good chapter. | wonder just
for presentation purposes if you mght develop a table or a
matri x showi ng the advant ages and di sadvant ages of the
vari ous proposals. You' ve got sone good graphics in there
and if you add a table to that it mght make it even nore
cl ear.

The other point that | have is that you tal ked a
| ot about beneficiaries, but on the providers' side there's
a big inpact that could be nade on the physicians. Their
tinme is being m sused by an increasing nunber of forns.
There's a big hassle factor about drugs today. |It's getting

wor se; drugs allowed, not allowed, therapeutic exchanges.
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And many physicians -- and you did nention this in the

chapter, are concerned about the conflict of interest with

manuf acturers owning PBMs. | think sonehow t he hassle

factor, try to reduce the paperwork on the providers' side

woul d be hel pful.

M5. ROSENBLATT:

| too thought this was a very

good chapter and |'ve just got a couple of m nor points

actually. First of all,

when you were tal king about this

self-reported data, Chantal, you were using annual

statenents, right?

DR. WORZALA: That's correct.

M5. ROSENBLATT:

Just for the record, the annual

statenents are the npbst serious docunent other than SEC

filings that insurance conpanies file. So it's a very valid

source of information and | just want to nake sure that

everybody stand that. [It's a very serious source of

i nf ormati on.

DR. WORZALA: Right, maybe if | can just explain

nmyself. | didn't neant that with regard to the financial

data, but with sone of the plan characteristics which are

not scrutinized as nuch.
percent of the data is m

M5. ROSENBLATT:

For exanple, on plan type, 5
ssing that.

The ot her couple of specific
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comments, on Figure 8 which foll ows page eight of the text
you' ve got a very good chart show ng typical cost sharing by
source of coverage. In your annual prem umcontribution the
enpl oyer plan shows $500 to $600 which is the enpl oyee
portion only | believe. So it |ooks very weird versus the
$2,000 to $4,500 for Medigap which is the full prem um
just think that you'd make that clearer by adding the
enpl oyer share as well so that you could conpare tota
premumto total prem um

The ot her coment | had, on page 14 when you were
tal ki ng about the analysis that you still want to do it
| ooks like you took a prelimnary stab at an anal ysis
conparing the premumfor, let's say a plan without drugs to
a plan with drugs. | think what nmay be messing you up is
that you' re doing that nationally. |If you have a couple of
hi gh cost states where the plans with drugs are not offered,
doing it nationally is going to be a problem So ny
recomendati on would be to focus on particul ar areas and
just ook at maybe New York and a couple of other states and
see what you end up with there.

There was a chart that had the prem um for each
plan, and | don't know how - -

DR. HARRI SON: Those prem uns have --
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M5. ROSENBLATT: Have the same probl em

DR. HARRI SON: -- the nethodol ogi cal problens,
right.

M5. ROSENBLATT: | was going to suggest that.

Then just one nore tone thing, on pages 61 and 62 there are
comments on both pages about insurers having little
incentive to manage the prescription drug benefit. It's
sort of in the mddle of page 61, have little incentive to
manage the benefit.

| think that's a tone issue. That really there's
little ability to manage the benefit because you can't do a
three-tier copay or things like that. So if you could just
change the wording instead of saying little incentive to
little ability I think the tone would be a |ot better.

You' ve got a simlar problemin the next to |ast paragraph
on page 62.

Thank you.

DR. RONE: A couple clinical coments. On page
five you say that the death rate from at heroscl erosis has
declined 74 percent due to the advent of beta bl ockers and
ACE inhibitors. | think Dr. Loop would disagree. He's
probably saved a few lives in the operating room A fair

anount of coronary artery angi oplasty has been attributed --
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| think a fair anmount of this has been attributed to
t echnol ogi es ot her than these drugs.

So we mght say instead of, due to that, we m ght
just, due in part, or contributing to this has been --
particularly troubl esone, Chantal, is the beta bl ocker
because while they really work for people who have had a
heart attack, they're not used. They just don't get
distributed. The data indicate that it's one of the very
effective preventive neasures that is not w dely enough
used.

The | ast sentence indicates that hornone
repl acenent therapy has been shown to reduce the risk of
osteoporosi s and heart disease. That was correct until | ast
week when, unfortunately, the new data suggested that it may
increase the risk of heart disease. So it's just a little
uncl ear .

So | think that we m ght want also to add a couple
ot her diseases here that had really major breakthroughs.
Peptic ul cer disease, which used to require hospitalization
now gets treated wwth oral antibiotics. M graine headache,
been maj or advances. Many fornms of allergy and arthritis
t here have been -- so we can |ist sone di seases w thout

listing the specific nmedicines that | think have been very
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effective.

The other thing | would say is that on page six
there's a paragraph about direct to the consuner
advertising, which is really a hot issue. A lot of people -
- Wody was saying that in his plan he thinks that direct to
t he consuner advertising is responsible for a certain agent
bei ng the nost prescribed agent anongst people who are
bui | di ng our cars.

| think it mght be worth indicating here that
Congress passed a law, | think it was two or three years
ago, that permtted this. That previously it was illegal to
do this. Because people are wondering why all of a sudden
there's so much -- the TV and radio are replete with al
these ads. W didn't used to have these. That this is in
response to a specific change in the law. It is legal to do
this and it didn't use to be. | think just a sentence about
that m ght be hel pful to hel pi ng peopl e understand what's
goi ng on.

| had one other thing and that is | know we don't
want to get in between Congress and the Wiite House or the
adm nistration and the current -- every week there's going
to be a new proposal about drug benefits. W had one this

week. But there has been -- last week there was a | aw
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passed in Vernont that put a cap on the price of
prescription drugs --

M5. RAPHAEL: Mai ne.

DR. RONE: Maine. At the Canadian, | think it is
-- using the Canadian price as the --

MR. MacBAIN. You can't sell for nore than you can
buy the sanme drug in Canada.

DR. NEWHOUSE: The governor is going to veto that.

DR. LEVERS: That's Vernont.

DR. NEWHOUSE: No, it's also Mine; both.

M5. NEWPORT: There's a U S. senator that's got
sormething simlar.

DR RONE: So | think it would be interesting --
there's actually a senatorial candidate up in Mntana who's
gathering ol d people in buses and taking themto Canada to
buy their drugs as a kind of canpaign ginmck. | think it
woul d be interesting in the beginning to just indicate that
sone states are actually passing |legislation or considering
| egislation, a variety of price controls, et cetera, to give
alittle nore context to the kinds of ideas that are com ng
up.

DR. LOOP: Just back to atherosclerosis for a

second. In an effort to avoid interspecialty controversy,
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just put down new technol ogy in pharmaceuticals. That wll
take care of it.

M5. NEWPORT: | thought this has been a very
strong effort. A couple of points | think for clarity. One
of the issues, and Jack just went into it alittle bit but I
want to extend it is, one of the challenges -- and | don't
know how you address this in the chapter maybe, but
acknow edging it, is if you take a federal benefit and have
part of it adm nistered in a different way through the
states you get a great deal of variability.

For Medi care+Choi ce an exi sting pharnacy coverage
and benefits in those prograns, one of the things that we
really think is inportant is preenption of state |aw, so you
have a uni form base upon which to build your benefit. And
for plans |ike PacifiCare, since we have a national benefit
managenent conpany that's wholly owned by us, it nakes it
easier to get as nuch efficiency out of our structure and
our managenent as possible, and | think it's key to
under stand t hat.

So | think it's a very positive thing, and | think
you don't want to not even appearing -- you're trying to be
very careful not tilting towards one thing or another, but

acknow edge sonehow that there are sonme things there that
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coul d decrease efficiencies in pricing and the breadth of
benefits inadvertently.

| think also in the chapter, 37 and 38, when
read your description of Medicare+Choice formularies, it's
there but it's not quite accurate and on point in terns of
the tone. | think that things, for exanple, beneficiaries
getting different prices in different parts of the country,
Medi car e+Choi ce, much | ess their pharmacy, it varies across
the country regardl ess of whether you're in a health plan or
you' re buying fee-for-service or you' re got Medigap
cover age.

| think also, and I'mhappy if it would be hel pful
totalk to a couple of fol ks, our pharmacy benefit managers
about how we structure formularies. One of the reasons
you're seeing three-tier formularies now, which are very
I nexpensi ve generic coverage, branded generic coverage
differential, and maybe an open-ended benefit where you pay
much hi gher copay, that was driven by consuner demand at one
Il evel. Price changes and price increases on the pharmacy
were another driver of that. | want to make sure | |ink
that up, not mss that.

But | think that some of this was in response to

consuners wanted to buy proprietary branded drugs and we
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felt it was appropriate to do that. So a |lot of different
factors have driven an evolution in the scope of the benefit
and it's a nuch broader benefit sonetines than | think
people think fornularies are, at l|east for ny conmpany and |
can only speak on that basis.

So anyway, | think those are a couple of areas
where | think the inpact, possible chilling inpact state
variability and regul ation could have on this at one |evel,
and then really have fornmul aries evol ve and are nmanaged is |
think inmportant to distinguish it at sone level. Mybe even
just a footnote.

DR KEMPER: |I'Il pile on with the praise for the
chapter. | confess to being somewhat skeptical when it was
originally in the analysis plan about getting into what we
could contribute to a discussion of such a political issue.
| think this is a good exanple of a way in which we can nake

a very big contribution to an issue that has a | ot of

political issues that we didn't get into, but still very
useful. So | comend you on that.
In that vein, | thought there were three points

that the data and di scussion laid the foundation to nake but
it would be useful to really draw them out and hi ghli ght

themup front so they don't get mssed. One is that rapid
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advances i n pharnmaceutical have created treatnent
opportunities for inproving health but also raised cost. |
think a | ot of people believe there's going to be expl osive
growh in the future in drug costs. So it seenms to ne
everybody is trying to figure out who's going to pay for it
and trying to figure out sonebody other than thenselves to
pay for it, and that really is an inportant piece here that
is underlying this.

Second point is that sonewhere between half and
two-thirds of beneficiaries already have drug coverage.

That neans that a new benefit would substitute for an

exi sting benefit. So a |lot of what would happen woul d be
changes in payers as a result of a new benefit. | think
that point shouldn't -- the data are there but that

i nplication shouldn't get |ost.

The third is that a drub benefit is not a sinple
matter and the details of howit's structured are really
inportant. And there's a lot of themand they're all going
to have to be resolved if there's a new benefit. | think
just highlighting that conplexity is a useful contribution.
So speaking for nyself, 1'd like to see those points brought
out .

The second comrent is, at one point -- and |
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marked it here and | can give it to you -- you are agnostic
about the possibility of this benefit paying for itself.

You sort of say, it's not clear how big the savings would be
fromoffering a drug benefit, and it's clear in sone cases
there woul d be savings in other parts of the health system
But | think we should be clear that offering a drug benefit
isn'"t going to save so nuch that it would pay for itself.

| guess the third comment is, there are places at
whi ch you tal k about PBMs and fornularies and so on as if
they take away beneficiaries' choice of drugs. | think
that's a little bit of a strong statenent since there isn't
a drug benefit yet, so that there isn't really a choice
bei ng taken away. It may be a nodern nanagenent techni que
that has to be part of, or could be part of a drug benefit
in order to make it possible to offer the benefit so that
the costs are controll ed.

The last conment is just going back to Chantal's
presentation. | don't know whether you plan to include the
NAI C data, but they seened inconsistent with the pie chart
that you've got in there which says over 10 percent have
Medi gap drug coverage, yet the NAIC data seemto say 7
percent of 60 percent who have a standardi zed policy -- a

much smal l er proportion. |It's not a big deal, but | think
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we need to choose one or the other.

DR. WORZALA: Actually that reflects the
differences in drug coverage, we think; the differences in
drug coverage between the standardi zed, the prestandardi zed,
and the waiver. So that when you add up those constituent
parts you get a nunber fairly close to what's presented in
the text, which is froma different data source. So for
exanple, we think that 20 percent of the people with
prestandardi zed policies have drug coverage.

DR. KEMPER | understood you to say it was very
smal |

DR MYERS: 1'd like to, | don't know if challenge
is the right word, but to question one of the statenents you
j ust made regardi ng whether the drug benefit will pay for
itself. | think there are a couple of different ways to
t hi nk about that. W know from what you've put in the text
and fromthe literature that a patient taking a certain drug
for a certain condition is unlikely to devel op conplications
of that condition that m ght require hospitalization,
enphysema being a great exanple. And specifically discussed
inthe text atrial fibrillation is another exanple.
Untreated atrial fibrillation in many elderly patients can

lead to heart failure which alnost inevitably |eads to
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hospitalization, et cetera.

So in those cases | think it is relatively clear
that that patient having that drug, that drug being used
appropriately by that patient under a physician's direction
does i ndeed have an econonic benefit with respect to the
Medi care program In that sense | think we would probably
agree that it is a cost effective investnent.

On the other hand, do we know that that is |ikely
to prolong the patient's Iife? And with each additional
year of life of the beneficiary there wll be additional
costs long term which I think is a good thing. So |I'm
wonderi ng whet her or not we can look at it in terms of
ei ther classes or drugs, or specific diseases with respect
to the savings that would occur within the program for
offering a drug benefit. |'mwondering whether or not we
could at |east discuss the potential of the additional
quality adjusted life years or whatever neasure you'd |like
to use that would occur for those patients that successfully
treated woul d have a longer period of tine as a result.

So | woul d wonder then overall whether | could
agree with your statenent regarding the benefit not paying
for itself.

DR. KEMPER: Maybe | m sspoke. | didn't nmean to
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suggest it was a good idea or that it wasn't cost effective
in sone broader sense. Merely that people aren't giving
away drug benefits as part of insurance policies. So that
overall it's going to cost something for a drug benefit,

t hough there may be many, many pl aces where, nany
opportunities for particular conditions where it could save
nmoney. But | didn't nmean to say that a drug benefit

woul dn"t be cost effective in sone broader sense.

DR. NEWHOUSE: Let ne start with this |ast
exchange. | don't mnd having sonme of this in, but in
general we can leave the scoring | think to CBO To Wody's
cormment, while it's really probably right it's going to
depend inportantly on who gets the drugs once you put the
benefit out there, which we're going to have very little
ability to figure out.

Now on Fl oyd's comment on paperwork | thought
could actually cone into the discussion you have on pages 50
and 51 on selection of PBMs. There is a debate that |1'mon
one side of between whether you should have single PBMs or
multiple PBMs in a |local area. Miltiple PBVMs are very
likely to produce nultiple fornmularies, which will increase
t he paperwork. Wiereas a single PBMw th conpeting the

contract every few years, potentially produces a change
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every few years, but given the nunber of Medicare
beneficiaries | suspect everybody who treats Medicare
beneficiaries is going to know fairly quickly what the
formulary is.

The third point is | thought that, although
i ked the chapter also, | thought that you had sonewhat
underdone the retail distribution side of this. That
accounts for 20 percent of the cost roughly of drugs. And
there's actually also, I'mtold anyway, considerable

di fferences between retail markups in the U S. and retai

mar kups in Canada. |It's not just the manufacturers' price.
One of the issues that cones up then -- | nean,
many of the states have, for exanple, any wlling pharmaci st

| aws. How does that play into the selection in Medicare?
|s there a preenption of that or not? There's a little
di scussion on page 35 but it's like two or three sentences
and then onward. And then there's a little discussion of
mai |l order too, and | can't renenber whether you said
anyt hi ng about the Internet or not.

Then finally one m nor comment. You start out
early on, on page four | think tal king about the streamined
FDA approval process as a reason for the increase in drug

approvals, which | agree with. But that's also a one-tine
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effect. Once we've worked through the backl og, then

presumably it will fall back sone, and the chapter sets it
up as though it will last for a long time. | don't know how
long it will |ast.

DR. LEVERS: | think this is going to be a

meani ngful contribution to the debate and therefore |
request we be as scientific as possible. M colleagues Dr.
Rowe and Dr. Loop have commented on technol ogy and drugs.
coul d chall enge the statenent that atherosclerosis is what
has changed that process. The quote that you have is from
testinony that may well have bias, and a | ot of bias. |
think if we're going to quote di seases, as Jack has said,

t hat have been affected -- and there are several that have
been affected by specific agents, then we should have at

| east sone sort of scientific base to cover it and not
testi nony.

The other elenent, the DIC, there's a role here

t hat many people forget about, and that is that it's not the

drug costs per se, it's the cost of the patient going to the

physi cian and driving the patient to the physician for a
condition or a drug that is not appropriate. So we don't
mention that at all, that there's an excess cost to that

program We've asked the industry to try to see if they
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have any information on what it is doing. There is none, at
| east none that anybody is talking about. So | think that
we need to make sure we have all issues covered.

The other thing that Joe brings up is the point of
formul aries. There's very good evidence, scientific
evi dence, that fornularies do not save noney, and may
actually cost noney. There's a couple papers on that that
are decent papers, recent papers. | think you better | ook
at them and see what you think about them There are
certain ways that fornularies can be run that would be
beneficial, but all fornmularies are not effective. So there
is sone evidence that you need to find and | ook at that.

MR. MacBAIN. Just a request for clarification. |
think I know what's going on here, but at one point you
mentioned and | think Peter picked this up too, sonething
li ke 69 percent of Medicare beneficiaries have drug coverage
and yet when you | ook at the distribution of drug coverage
in Medigap policies it gives an inpression that practically
nobody has it, or if they do they have the m nimal coverage
in the prestandardi zed plans. So just to square those two
figures. | assume that nost of that 69 percent are covered
ei ther through Medicaid or enpl oyer-sponsored pl ans.

So the extent that part of that 69 percent is



10

11

12

13

14

15

16

17

18

19

20

21

22

23

159

covered through prestandardi zed plans, it's either mninm
coverage or it's going away over tinme. So there's a
downward trend on that 69 percent. |If you'd just nmention
those two points. It's not quite what it appears.

DR. MYERS: Could | just comrent on that point?
woul d think that if we could create a table it would be very
interesting to see the nunber of patients who have Mdi gap,
and of the patients in Medigap, the percentage of those that
have drugs. The nunber of patients that have enpl oyer-
sponsored and the percentage of those that have drug
coverage, and then any other categories. Then you could see
t he nunbers |ined up agai nst each other and you could cone
to your conclusion that it's either 69 or it's some | ower
nunber, because that confused ne as well.

MR. MacBAIN. Yes, I'd like to see that although
"' mnot sure we have the information on the enpl oyer-
sponsored plans, do we?

DR. HARRI SON: Not really, but we can see what we
can come up wth.

DR. BRAUN. | had sone concerns, for one thing
about that whole situation. | think we do need to nore
explicitly point out that the current coverage is often not

adequate, it's expensive, and it's also unstable. | think
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i n anot her place where you're tal king about Medi care+Choice
that's one of the unstable parts in that every year those
can change or you have withdrawal s fromthe programand so
forth. So that even though it sounds like a fairly high
percentage, | think the Cormonweal th study showed actually
over a year's period only 50 percent, a little over 50
percent have coverage all year around and we know that al

of that's not adequate.

| also wanted to conment on the Medigap plans that
have drugs. | think that all carriers require, not just
sone, require nedical underwiting on the drug plans unl ess
the states prohibit the underwiting.

DR. HARRI SON: Right, except during the open
enrol I ment periods. | think that's right.

DR. BRAUN:. Because actually | think that the AARP
pl an were anong the |ater ones to start to use nedi cal
underwri ting.

M5. ROSENBLATT: Bea, excuse nme. |'mnot sure al
Bl ue Cross-Blue Shield plans woul d require nedical
underwiting, even if the state doesn't require it.

DR. BRAUN. For the drug?

MS. ROSENBLATT:  Yes.

DR. BRAUN: |'d be very surprised if they don't.
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|'"d like to know where they are, if you know that there are
sone.

[ Si mul t aneous di scussi on. ]

M5. ROSENBLATT: Blue plans always do things that
amaze ne so. ..

DR. BRAUN. Blue Cross-Blue Shield in sone pl aces
require nedi cal underwiting on sonme of the others, not just
the drug plans, so I'd be very surprised. But it would be
good to know if there really are sone.

In the fanmous page five that we' ve discussed a
good bit, I'd like to add the fact that | think the changes
inlifestyle have also made a difference; the decrease in
snoki ng and hopefully increasing in exercise has nade sone
difference in sone of those illnesses as well as the
nmedi cation and certainly all the new technol ogies for both
di agnosi s and treatnent.

Al so on page 23 where you're discussing | essons
that we ought to learn from previous |egislation and what
happened to it, nost typically the catastrophic, | think one
of the |l essons we need to learn is that beneficiaries need
to understand what's happeni ng, because there is organi zed
opposition out there which we've already begun to see. |If

the beneficiaries don't really understand the inpact that
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they get fromthe opposition they' Il be against it and they
really don't understand what it's all about. So I think the
fact that there is organized opposition, not just opposition
fromindividual beneficiaries is inportant to note.

Also | think on page 54 perhaps where you're
defining the benefit package it's inmportant to note the
i npact of benefit design on risk selection, because | think
we have to keep renenbering the problemof risk selection as
we begin to diversify into a lot of different plans or think
about doing that.

| think where you tal k about possibly expandi ng
Medi caid -- of course, one of the problens is the outreach
and people that are not on the systemthat could be now.
But | think the other problemis that we really need to
bring in the fact that m ddl e i ncone beneficiaries also -- |
mean, expanding Medicaid will not take care of sone of the
peopl e who really can't afford the high cost of drugs who
are mddl e i ncone.

| wondered on page 61, the little chart that's on
page 61, is that really current data? The premuns to ne
| ook pretty | ow

DR. WORZALA: That's the prem um analysis with the

NAI C data that we're | ooking at again.
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DR. BRAUN. That is the present nonent?

DR. WORZALA: We're not quite sure.

DR. BRAUN. | think I live in the wong state if
that's --

[ Laught er. ]

DR. WORZALA: It is 1998 data, not 2000. But as
we noted, we have sone net hodol ogi cal issues to work out on
t he prem um dat a.

DR. BRAUN. Because | realize it is an average.

Just one last thing. | had sone thoughts al so on
that chart that comes after page eight and whether it would
be good to put something about a range of costs for maybe
Medi car e+Choi ce, the generic and the brands, and al so
sonmething on the three-tier paynments rather than just
generic and brand, because | think there's nore and nore
notion toward a three-tiered situation.

Are those deducti bl es, $250 and $500, is that
current or is that wong?

DR. WORZALA: That's incorrect.

DR. BRAUN. | thought possibly it was but | wasn't
sure.

MR SHEA: | think it's a nice piece of work and |

want to congratul ate the staff on how nmuch work has been
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done over the past few nonths on this. | think this really
is a real contribution, and covering so nuch ground and
handling it in a very bal anced kind of way. | particularly
appreci ated what you took fromthe | ast conversation and
devel oped in terns of the enpl oyer coverage and what's goi ng
on there. | thought that was well done.

A coupl e of suggestions. | thought perhaps a
l[ittle bit nore on the consuner issues would be useful here.
In the direct to consunmer marketing it's not hard to
i magi ne, and sone people are doing sone work on this, that
maybe there should be sonme rules if there's going to be this
extensi ve, aggressive advertising there should be sone rules
about how that advertising should be done. Maybe people
could understand what it is, howit was witten, and witten
in way that both had the pluses and m nuses as opposed to
just pitch marketing, and then all the fine print, of
cour se.

Al so there's been some discussion about the notion
of requiring drug conpanies to do nore aftermarket tracking
and report issues with that through an FDA ki nd of
mechanism You mght want to | ook at that. Sonme of this is
the work com ng out of the prescription drug val ue project,

which if you haven't yet talked to those folks it's worth
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doing. They're going to announce their findings in three or
four weeks, and I'd urge them Mirray, for these folks to

| ook you up. | don't know whether you've gotten a call from
the prescription drug value project, but they're doing a |ot
of good research around this.

You mention in here the anmount of activity on
state legislation. | don't know when you drafted that but
it just seens to nme even in the |ast couple of weeks there's
been a lot of reports about a |ot of activity going on.
just want to nmake sure that you' re up to speed as best you
can be.

Then on Bea's point about naking sure
beneficiaries have the right information, naybe we can have
a chart about the dualing buses at the border: the bus to
Canada and the bus from Canada.

DR. MYERS: The bus to Mexico is actually better
because they're about half the price as in Canada.

MR. SHEA: That's because of NAFTA though. W
don't want to get into that.

DR. WAKEFI ELD: Just to follow up on Gerry's
poi nt, that whole issue around direct consuner adverti sing,
ot her people have nmentioned it. It's such a thorny issue

for alot of reasons, and | think to the extent that there's
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anyt hing that could be added to that discussion it would be
gr eat .

That is it's just hard to stri ke a bal ance between
i nform ng consunmers, which | think ought to be the driver
here, but potentially inplications for utilization: Floyd's
point earlier, provider time that gets consuned in the
process. |It's just a lot of related issues that deal
think with the three drivers of cost, access, and quality,
that you can pin to sone facet of direct consuner
adverti sing.

Sonetinmes | wonder if right behind nmy Nei man-
Mar cus cat al ogue every nonth I"'mgoing to pretty soon see a
catal ogue that comes with all ny drug options. |'m already
seeing it in the Washington Post every day. | can't afford
it anyway, so both of them are unaffordable.

But anyway, it's not going to stop. It probably
isn't going to |l essen. Wat are sonme of the fundanenta
i ssues that we ought to be | ooking at around that? Because
it does have, at least to ny way of thinking, pretty
significant inplications on the cost, access, quality front.

The other point | was going to nmake is, Joe, just
as an aside your recent article on PBMs by the way is

required reading for nmy class this senester. Just FYl, so |
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know your opinion on that topic.

DR ROAE: Is it an exanple of a good piece?

[ Laught er. ]

DR. WAKEFI ELD: It's a good piece, absolutely.

MR. SHEA: But is it scientifically grounded;
that's what we really want to know?

DR. WAKEFI ELD: Theoretical and scientifically
grounded, absol utely.

The third and | ast point actually gets to page 39.
Here's another sort of -- of the many conplicated issues, on
page 39 the discussion of Iimtations on pharmacy networKks,
et cetera. | think if you haven't taken a look at it, it
m ght be worth taking a | ook at, there's a recent article in
t he Journal of Managed Care -- probably not as scientific
and theoretically grounded but -- that reports out a single
state study that shows closure of pharnmaci es when Mdi cai d
changed its purchasi ng behavi or.

| don't knowif it's worth your taking a | ook at
or not, but there m ght be something to glean fromthat, and
al so thinking about --

DR. RONE: Was that New Hanpshire?

DR. WAKEFIELD: | can't renenber. But it was one

state, just one state.
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MR. SHEA: New Hanpshire is the exanple that's

usually cited of that kind of problem

DR. WAKEFI ELD: Could well be. Anyway, you've got
the journal and it's a relatively new publication.

Then, because it begs a little bit of the
guestion, which is beyond where we probably want to get to,
but to what extent do we care if |ocal pharmacies close?
That's part of what you're getting at in this paragraph
That is, requirenments governing the geographic di stance
bet ween beneficiaries and network pharnmaci es are an option.
So if there's anything nore that we can say about the issues
around that, maybe it would be worth thinking about. And
that's the only source | can direct you to for a little bit
nor e insight perhaps.

MR. MacBAIN:  Just an editorial comment, and |
don't think anybody nentioned this one. On page 41 you
refer to a nunber of lifestyle drugs, including drugs for
anorexia, weight gain, fertility, snoking cessation, and
others. Lifestyle mght not be the word to use there,
because | think you'll get argunent on each one of those.

DR. WLENSKY: Thank you. | think there's a
general sense that this is a useful paper. Bea, is it an

editorial point or an issue?
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DR. BRAUN: | think it's nore the sense of
sonething -- in a sense that on page 19 where you're dealing
wi th coverage and noral hazard and so forth. It seens to ne

that that reads a little bit, when you read it, as if
everybody is going to run out and buy a | ot of drugs.
Sonmehow or other we need to realize that these are only
prescription drugs and that actually a lot of this is comng
because people will be filling needed prescriptions that
they don't fill now because they don't have the noney. So
sonehow | think we need to balance that a little bit.

DR. WLENSKY: Thank you. Thank you very nuch,
Scot t.

Bef ore we adj ourn we have two recomendati ons t hat
were being redrafted. Just wanted to show the comm ssi oners
where we are and then we will finish. W're going to do a
qui ck 1 ook at the recommendations that were rewitten on the
SGR in the outpatient.

DR. WORZALA: |'ve handed out the revisions to al
of the recomendations for the outpatient services. You
al so have a list of bullet points as a second page which is
avery -- it's an outline of the points that we would raise
in the discussion to acconpany the access to care

recommendation. So I'll just go through the recomendati ons
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one by one.

DR. NEWHOUSE: On four, the text would just refer
to the studies that HCFA had done on the inpatient side?
That's what | woul d suggest.

DR WORZALA: Do we need to read them out?

DR. WLENSKY: No. |If anybody has any further
comment they can give themto you but | think this captures
what we were tal king about.

Thank you. There is a draft recomrendation with
regard to the physician paynent update and it has to do with
expl aining the changes in traditional Mdicare enroll nent.
| think that says it clearly.

There are several conm ssioners whose termis
rotating and unfortunately, as we indicated yesterday, we do
not know what wi ||l be the outcone.

DR ROSS: Before we have a tender nonent, Hel ai ne
says she has one nore recomendati on.

DR. W LENSKY: | thought we had decided that was
taken care of.

DR. ROSS: | thought we were okay on that.

M5. FI NGOLD: W were?

DR. ROSS: That was the |ong anendnent in the

nature of a substitute.
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DR. WAKEFI ELD: Did you create your own or did you

| ook at ours?

M5. FINGOLD: We never saw what you had.

DR. ROSS: Yes, you did. | gave it to you.

DR. WAKEFI ELD: W gave it to Murray.

DR. ROSS: Yes, and everyone el se has given them
t heir proxy.

DR. WLENSKY: So |I think we're okay.

Again, any of the comm ssioners who would like to
attend the July neeting are able to attend the July neeting.
| f you are not on our reappointnent, we would be very gl ad
to have you and have an appropriate acknow edgenent of your
contributions. Again, | apologize that we are two weeks
within the end of the termand we do not know the outcone of
t he reappoi ntment process, but it is not our doing.

DR. RONE: You nay have to pay your own way.

MR. SHEA: And limt your remarks.

[ Laught er. ]

DR. W LENSKY: Again, thank you for all of the
assi stance that you' ve given us.

DR. NEWHOUSE: That goes for ne, too.

DR. WLENSKY: If anyone wants to make a public

comment, at this tinme they may.
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Thank you.
Sept enber .
[ Wher eupon,

adj our ned. ]

W will neets officially again in

at 2:08 p.m,

t he neeting was
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